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THE 2007 MEDICARE TRUSTEES REPORT

WEDNESDAY, APRIL 25, 2007

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON HEALTH,
Washington, DC.

The Subcommittee met, pursuant to notice, at 2:08 p.m., in room
1100, Longworth House Office Building, Hon. Fortney Pete Stark
(Chairman of the Subcommittee), presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
SUBCOMMITTEE ON HEALTH

FOR IMMEDIATE RELEASE CONTACT: (202) 225-3943
April 18, 2007
HL-8

Health Subcommittee Chairman Stark Announces
a Hearing on the 2007 Medicare Trustees Report

House Ways and Means Health Subcommittee Chairman Pete Stark (D—CA) an-
nounced today that the Subcommittee on Health will hold a hearing on the 2007
Medicare Trustees report. The hearing will take place at 2:00 p.m. on Wednes-
day, April 25, 2007, in Room 1100, Longworth House Office Building.

In view of the limited time available to hear witnesses, oral testimony at this
hearing will be from the invited witness only. However, any individual or organiza-
tion not scheduled for an oral appearance may submit a written statement for con-
sideration by the Committee and for inclusion in the printed record of the hearing.

BACKGROUND:

The Social Security Act requires the Board of Trustees for the Medicare program
to report annually to the Congress on the current and projected financial condition
of the Hospital Insurance (HI) and the Supplementary Medical Insurance (SMI)
trust funds. The Trustees, who are designated in statute, include the Secretary of
the Treasury (who is the Managing Trustee), the Secretary of Labor, the Secretary
of Health and Human Services, the Commissioner of Social Security and the Admin-
istrator of the Centers for Medicare and Medicaid Services (CMS). In addition, the
statute requires that there be two public trustees, both of whom cannot be from the
same political party, who are appointed by the President and confirmed by the Sen-
ate for 4-year terms. The CMS Office of the Actuary, led by Chief Actuary Richard
Foster, is responsible for preparing the report. The 2007 Annual Report is scheduled
to be released on Monday, April 23.

Ensuring the sound management of Medicare is one of Congress’ most important
responsibilities. This annual report provides a valuable update on the program’s sta-
tus and important information with respect to projections of future expenditures, en-
rollment and other trends.

In addition, the 2003 Medicare legislation (P.L. 108-173) created a new mecha-
nism based on a designated threshold to cap Medicare’s funding. Accordingly, when
the Trustees project that at least 45 percent of Medicare’s funding will come from
general revenues within seven years, a warning is issued. The 2006 report contained
the first official warning that the projection is in sight. If the 2007 report contains
the second consecutive warning, President Bush will be required in 2008 to send
Congress legislation with Medicare payment reductions to keep general revenue
spending below the threshold. This legislation is given expedited consideration in
the Congress.

In announcing the hearing, Chairman Stark stated, “Medicare is a vital pro-
gram that serves 44 million beneficiaries and provides peace of mind for
them and their family members. While the program faces fiscal challenges
due to changing demographics and special interest payments, there is no
reason we can’t work on a bipartisan basis to protect and strengthen this
important social compact with America’s families, just as Congress has
done since Medicare’s creation in 1965.”



FOCUS OF THE HEARING:

The hearing will focus on the 2007 Medicare Trustees Report.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
hitp:/lwaysandmeans.house.gov, select “110th Congress” from the menu entitled,
“Committee Hearings” (http://lwaysandmeans.house.gov/Hearings.asp?congress=18).
Select the hearing for which you would like to submit, and click on the link entitled,
“Click here to provide a submission for the record.” Once you have followed the on-
line instructions, completing all informational forms and clicking “submit” on the
final page, an email will be sent to the address which you supply confirming your
interest in providing a submission for the record. You MUST REPLY to the email
and ATTACH your submission as a Word or WordPerfect document, in compliance
with the formatting requirements listed below, by close of business Wednesday,
May 9, 2007. Finally, please note that due to the change in House mail policy, the
U.S. Capitol Police will refuse sealed-package deliveries to all House Office Build-
ings. For questions, or if you encounter technical problems, please call (202) 225—
1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing record. As al-
ways, submissions will be included in the record according to the discretion of the Committee.
The Committee will not alter the content of your submission, but we reserve the right to format
it according to our guidelines. Any submission provided to the Committee by a witness, any sup-
plementary materials submitted for the printed record, and any written comments in response
to a request for written comments must conform to the guidelines listed below. Any submission
or supplementary item not in compliance with these guidelines will not be printed, but will be
maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone and fax numbers of each witness.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman STARK. If our guests would find a comfortable seat,
we will commence the hearing on the 2007 Trustees’ Report on the
financial condition of the Medicare Program.

We have with us Mr. Richard S. Foster, Rick Foster, the chief ac-
tuary of the Centers for Medicare and Medicaid Services, from Bal-
timore. He is not a stranger to our Committee. He has been helping
us for many years.
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Thank you, Mr. Foster, for being here.

The Trustees’ Report is a tool that helps us try and decide what
to do about the Medicare Program, and we haven’t done much ad-
justing in recent years. As we review your report this year, we will
begin to oversee Medicare and try to ensure its continued viability
for the future.

I would like to start by paraphrasing Mark Twain, saying that
the report of Medicare’s demise has been greatly exaggerated, but
despite some gloom and doom forecasts, the report of the trustees
doesn’t show any disasters and perhaps can give us some ideas to
keep it solvent and sustain it. While we face undeniable demo-
graphic challenges, increased cost challenges, the 45 percent trig-
ger warning we keep hearing is, I think, little more than an at-
tempt to both get us to turn away from Medicare as an entitle-
ment.

Since Medicare’s creation, we have regularly modernized the pro-
gram to accommodate advances in medicine. For a growing popu-
lation, one that is growing older and, in many cases in the last
years, sicker—and we are going to return to that process—the pri-
vate plans don’t have their own fund, and those payments for
Medicare Advantage are drawn from the regular trust funds, and
there are some major implications there.

Overpayments are directly negatively affecting the solvency in
the general revenues for Medicare, and it is something we will
have to look at.

The report does highlight a large migration in the coming years
from the traditional fee-for-service plans, and we can see how the
plans have overtaken physician spending, for example, and are now
second only to hospitals in terms of the provider costs.

The report also highlights that part B spending is artificially un-
derstated because the trustees are forced to assume continuation of
the current law under which the physicians are scheduled to get
a 10 percent cut next year and nearly a 5 percent cut each of the
following 8 years. I think it is pretty clear that the political climate
won’t allow that to happen to such an extent.

So, we have our work cut out for us. I think most of us agree
that all payments and all providers are going to have to be re-
viewed, and I look forward to working with my colleagues on both
sides of the aisle and the administration to see if we can balance
the competing priorities and enact a Medicare policy that is good
for the beneficiaries, the taxpayers, and fair to the providers.

A big job ahead of us, and I look forward to the assistance of my
Ranking Member, Mr. Camp, and I look forward to his comments.

Mr. CAMP. Thank you very much, Mr. Chairman, for holding to-
day’s hearing. I also want to welcome CMS Chief Actuary Rick Fos-
ter, who will testify about the 2007 Medicare trustees Report.

Having seen the report, which was released on Monday, the long-
term solvency of Medicare isn’t getting any better. The Health In-
surance Trust Fund, which finances Medicare part A, is now pro-
jected to be exhausted by 2019. The Supplementary Medical Insur-
ance Trust Fund, which finances both part B and Part D, continues
to grow at a rate that is greater than both the rate of growth in
private insurance and total national health expenditures.
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Unlike part A, part B of Medicare does not face insolvency, but
that is only because the program gets its funding from bene-
ficiaries’ premiums and general revenue. Because of the rapid
growth in part B spending, beneficiary premiums have significantly
increased over the last 4 years. Further growth in part B spending
can only mean dramatically greater costs for both Medicare bene-
ficiaries and taxpayers.

I also want to briefly discuss what I believe will be a topic during
today’s hearing, the 45 percent trigger. This is the second year
Medicare trustees have signaled that program outlays will be com-
prised of at least 45 percent of general revenue funds, and under
statute both the President and Congress must respond to this
warning next year.

I think it is important that Congress not pass on an opportunity
to bring real reform to Medicare. We can’t afford to wait any longer
because financial pressures threatening Medicare only grow greater
with each passing year.

One positive item in the Trustees’ Report highlights how we can
potentially strengthen and improve the Medicare Program. Pro-
gram costs for Part D are 30 percent lower than what was pro-
jected when the Medicare Modernization Act was passed in 2003,
and in 2007 alone plan bids came in 10 percent lower than the pre-
vious year. To me, this is evidence that competition is working.

Participating plans have successfully negotiated with drug com-
panies and pharmacies to offer plans to seniors at lower cost. Part
D is the only part of Medicare that has a lower rate of growth than
expected.

Some commentators have suggested that with different parties
controlling the legislative and executive branches of government it
is unlikely that we will enact any serious health care legislation
this year. I still recall, however, a divided Federal Government
came together to make difficult choices in the past, and this re-
sulted in 1997 in the Balanced Budget Act, which ultimately led to
major reforms strengthening and improving the Medicare Program
and extended the solvency of the HI Trust Fund.

I certainly hope, Mr. Chairman, that we can work together again
to address this new challenge, and I look forward to working with
my colleagues as well on both sides of the aisle as well on this
issue. I thank you for the opportunity to address this. Thank you.

Chairman STARK. I want to announce that during this period
General Petraeus is enlightening the Members on problems in Iragq,
and the Chair is one of the few Members in Congress who hasn’t
signed the secrecy pledge, so I can’t go. But my colleagues may be
interested, and should be, in hearing what he has to tell us. So, you
may notice that they are coming and going.

I have suggested to the minority staff that if they have some
written questions that you would like to have on the record, I
would be glad to present them to Mr. Foster for you. The same
would hold for Mr. Doggett, who I know has constituents who are
interested in getting a report on General Petraeus’ comments. So,
I will try and see that if there are any questions that my colleagues
want to have directed to Mr. Foster, we can.

I am again pleased to have you, Rick. I would like you to take
as much time as you desire. Normally we talk about 5 minutes, but
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you have got a rather major report. So, why don’t you just proceed
to enlighten us in any way that you feel comfortable.

STATEMENT OF RICHARD S. FOSTER, CHIEF ACTUARY,
CENTERS FOR MEDICARE & MEDICAID SERVICES

Mr. FOSTER. Thank you, Mr. Chairman.

Chairman STARK. Pull the mike as close as you can to you.

Mr. FOSTER. Yes, I remember these microphones well.

Chairman Stark and other distinguished Members of the Com-
mittee, I really want to thank you for inviting me here to testify
today about the financial outlook for the Medicare Program. I will
briefly summarize the key points from the new Trustees’ Report
that just came out this past Monday.

By way of background, let me start off by reminding you that the
purpose of the Trustees’ Report is to assess the ability, the ade-
quacy of the income of a trust fund and its assets, to ensure that
benefits can be paid on time. In particular, while this may be some-
what of a narrow question, it turns out to be a fundamentally im-
portant question because unless we have a positive asset balance
in a trust fund, then we don’t have the statutory authority to make
benefit payments.

So, the two are tied together. As I said, it is a narrow, but it is
an important one.

It is not the only kind of question that can be asked. For exam-
ple, we frequently hear questions having to do with, is Medicare
sustainable in the long run? Or what is the impact of Medicare on
the Federal budget? These are important questions, but they are
fundamentally different questions than whether the trust funds are
technically solvent or not. Unfortunately, you can’t use one answer
fox}‘1 the other question because they are just independent of each
other.

So, what I will be talking about and what the Trustees’ Report
is all about is the assessment of the financial status and the ability
of a trust fund to pay benefits when they are due.

Medicare has three trust fund accounts. There is one, the Hos-
pital Insurance Trust Fund is well known; and then for the part
B and Part D components of supplementary medical insurance,
there is a separate account for each part of the program within the
Supplementary Medical Insurance Trust Fund.

Of course, there is a Part C of Medicare or Medicare Advantage,
but its payments or the payments to those plans are made from the
part A and the part B accounts for Medicare. It doesn’t have its
own separate account.

By law, each trust fund account is separate. In other words,
there is no provision that allows shifting revenues or assets from
one trust fund account to another. There is no such provision. Con-
sequently, to evaluate the financial status of Medicare, you have to
look at each separate account individually and assess the adequacy
of its income and assets.

I might add that the trustees make projections under current
law; they don’t assume any change in the laws regulating the pro-
gram, and the projections are necessarily uncertain.

If you think about it, health care costs and their rate of increase
from one year to the next can be somewhat volatile and, therefore,
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hard to project. In addition, they are even more uncertain than
normal because of the drug benefit, which is a relatively new pro-
gram yet. We are starting to get actual experience on it, but it still
is quite new. We don’t have decades of a track record like we do
for Parts A and B. So, the projections, while uncertain, can still
provide useful policy information and can be useful in the develop-
ment of the Medicare Program itself.

I will talk now about the individual accounts and their financial
status as shown in the Trustees’ Report, starting with the Hospital
Insurance Trust Fund.

Most of the financing for this fund, as you know, comes from the
HI payroll tax which is part of the FICA and SECA payroll taxes.
These rates are set in law and they can’t change to accommodate
higher or lower spending levels unless the Congress acts to change
them.

The hospital insurance financial status has improved slightly
since last years Trustees’ Report, but it remains fairly poor, I have
to say. Costs for hospital insurance are expected to exceed the tax
revenues to the trust fund in this year, 2007, and all future years.
The difference, the shortfall, can be met for a while by using the
interest earnings on the invested assets and also by redeeming
those assets themselves, but in 2019, as you mentioned, Mr. Chair-
man, the assets would be totally depleted, and at that point, if
there is no corrective action, we could not pay all the benefits that
are owed on time. The 2019 depletion date, incidentally, is esti-
mated at 1 year later than the estimate from a year ago.

At the end of the trustees’ long-range 75-year protection period
the schedule tax revenues for hospital insurance are expected to be
sufficient to cover only less than one-third of the projected HI ex-
penditures, so that signifies a very large actuarial deficit, which we
are seeing just the beginning tip of, currently, but it would grow
steadily worse.

For supplementary medical insurance and the part B account,
here the financing is about 25 percent from beneficiary premiums,
with the other 75 percent met by general revenues. Every year we
reset or redetermine the premium and general revenue financing
for part B, and as a result, income will keep pace with program ex-
penditures and the part B accounts in the trust fund will never go
broke.

A concern has been raised, however, about the rate of part B ex-
penditure growth. For example, over the last 6 years, on average,
part B expenditures went up by about 11 percent per year. In addi-
tion, for part B, as you know, there is a major problem with the
mechanism for paying physicians under Medicare—the sustainable
growth rate mechanism.

Under current law it would require us to reduce physician fees
under Medicare by 10 percent at the start of 2008; and then at the
start of 2009, we would have to reduce them another 5 percent; and
at the start of 2010 another 5 percent beyond that, et cetera, for
about another 8 or 9 years. Collectively, that would result in a re-
duction in physician fees of 41 percent in 2016, compared to today’s
level, so not only no increases, but a 41 percent reduction.

That situation is clearly implausible, and the Congress has over-
ridden scheduled reductions for each of the last 5 years; and frank-
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ly, I think you all are pretty likely to continue doing so in the fu-
ture. What that means, however, is that the actual part B expendi-
tures are quite likely to exceed the projected amounts shown in the
Trustees’ Report, which are based on current law, including all
those reductions in physician payments, and in the longer run, the
understatement in the Trustees’ Report might well be in the range
of 25 to 40 percent, so a fairly serious understatement.

Turning to the Part D account in the Supplementary Medical In-
surance Trust Fund, Part D financing is similar to part B in that
it comes from enrollee premiums, which currently cover about 7
percent of program costs; but that percentage will increase some-
what over time. General revenues provide the lion’s share of the fi-
nancing, currently about 82 percent, and then the payments, spe-
cial payments by the States on behalf of the dual Medicare-Med-
icaid beneficiaries, those currently account for about 11 percent of
total program costs. But that share will decline somewhat over the
next 10 years.

The good news about Part D is that the cost estimates have come
down significantly, and over the first 10 years of the projection,
they are now 13 percent lower, or about $127 billion, than what we
estimated for the same period a year ago. I can describe for you the
reasons for this difference in the estimates once we get to the ques-
tions and answers.

Part D will also be an automatic financial balance, like part B,
because we have this annual redetermination of the beneficiary
premiums and the general revenue financing, so we won’t have this
trust fund going broke either. But it is important to note that we
do project costs to grow fairly quickly in Part D over the next 10
years, averaging about 12.6 percent per year, with a bit over a
third of that due to more enrollment and the balance due to in-
creases in the per capita cost.

There is a basic challenge in financing Medicare or health insur-
ance plans of just about any kind. It is not unique to Medicare, but
that is, if you think about how the expenditures increase, health
care costs grow if you have more people who are eligible for the
coverage, for the benefits. They also grow based on increases in the
price per medical service performed, and that typically reflects
wages and price increases. But beyond that, as well, beneficiaries
tend to use more services over time. The utilization goes up, and
moreover, the intensity of those services or the average complexity
goes up also. That is a function largely of technology.

Every year smart people invent new services, new techniques,
new drugs, whatever, and we as the consumers of them want those
because they make us in better health.

So, for all of those reasons, health care costs tend to increase at
a faster rate, say, than our incomes or the national economy, and
that causes a financing pressure. It makes it harder and harder
over time to pay for the health insurance programs.

On top of that, of course, we have the demographic problems that
are fairly well known at this point. With the retirement of the baby
boom population, the number of beneficiaries will increase much
faster than the number of workers, and in addition, as the baby
boom generation ages, they will move into the higher ages where
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health care costs grow the fastest or are the highest. That will con-
tribute also.

For Medicare, in total, currently the expenditures represent
about 3.1 percent of gross domestic product, or the total size of the
economy; but by the end of the trustees’ long-range projection pe-
riod that cost level has grown to 11 percent under their inter-
mediate assumptions.

Let me say just a couple words about the 45 percent trigger that
has gotten so much attention this year. This was enacted as part
of the Medicare Modernization Act in section 801, and the next cou-
ple sections as well, and it works as follows:

If the difference between Medicare expenditures and what is re-
ferred to as the “dedicated revenue sources”™—and by that, I mean
the payroll taxes, the premiums, the State payments, and the small
amount of revenue we get from income taxes on Social Security
benefits—so if those four dedicated revenue sources fall short of
total expenditures to the extent of 45 percent, if the difference is
at least 45 percent and is projected to get there within the first 7
years of the projection, then that prompts a determination by the
trustees of excess general revenue Medicare funding.

Now if that determination is made in two consecutive Trustees’
Reports, as it was—for example, the 2006 report had such a deter-
mination of excess general revenue Medicare funding, and we have
now had a second consecutive determination in the 2007 report.
When that happens, it triggers a, quote, “Medicare funding warn-
ing.” So, this funding warning is now met or triggered for the first
time with this report.

The Medicare funding warning requires that the President sub-
mit legislation designed to respond to the warning, and he has 15
days after the next budget submission to do that. In this case, that
would be the fiscal year 2009 budget that comes out in early Feb-
ruary 2008. So, either as a part of that budget or within 15 days
afterward the President must submit the legislation, and then Con-
gress is required to consider the legislation on an expedited basis
under special rules.

The test itself is a little more complicated, perhaps, than I might
prefer, but I would characterize it as a useful measure, useful indi-
cation of the magnitude of the general revenue financing that is
provided under current law for Medicare.

For many years, hospital insurance always got the attention be-
cause the HI Trust Fund was always going broke or threatening to
go broke. The Parts B and D of Medicare, which were, in fact, in-
creasing at a faster rate than part A, got relatively little attention.

So, I think the intent of this new test, this new funding warning,
was to call more attention to the magnitude of the general revenue
financing and to the impact on the Federal budget; and I think it
useful in that regard.

We have to be careful, however, because a Medicare funding
warning, despite its title, should not be interpreted as an indication
that trust fund financing is inadequate. It is not that kind of meas-
ure. That sort of assessment can only be made, as I mentioned, by
looking at each account individually and assessing the adequacy of
its financing and assets.
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Let me finish up by saying that based on the projections in the
2007 Trustees’ Report, the Medicare board of trustees recommends
prompt attention to the financial challenges facing Medicare.

Chairman Stark, as you well know, for many, many years, really,
many decades, the Office of the Actuary at CMS has helped Con-
gress and the administration in analyzing the financial situation
and what might be done about it; and I would just like to pledge
the Office of the Actuary’s continuing assistance to Congress as you
continue to strive to solve these challenges.

I would happy to answer any questions that you might have.

[The prepared statement of Mr. Foster follows:]
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Supplementary Medical Inssmance (851) rust fund—ome for Pan B, which confinees o cover
the tradicional SM1 services, and oo for the pew Part 1), which provides subsidized aceess o
prescrplicn dreg amverape. Bodse of s annual redetgrmmatsm of financing for batb Fams B
and [, pach aocoet will remain in financial balance indediniiely under curment lew. 58I costs,
howeser, are projecied 1o cosdinue imcreasieg 8 o fksier raie than the noticeal econpmy e
Benelicanes” mommes, msing concoms #boul the long-rasge alfor@ability of schaduled
fmancing.
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Backgrenmd

Over 43 million people were cligahle for Medicare benefits im 20006, HL or Past A of Medicare,
provides partal protecticn against the cosis of inpatient kesspital services, skilled mursing care.
post-institutional bome health care, and hospice care.  Pan B of 58I covers most phvsician
services, pulganent hospieal cane, bome health care not coversd by HIL and a wvarlesy of other
mudical semvices such as dmgnestic wesis, dursble modical squipment. and s foth. Sh Fa D
provides subsadized access to prescripiion drug insurance coverage & well as additional drag
premsum and cost-sharing subsidies for low-income enrollazs. A Pan 12 subsidy is abo payehle
tir emplosers wha provide qualifying drog coverage 8 their Medicare-cligible netirees

nly ahaut 2 pereent of Fan A enrollecs receive some reimbassahle oovered services ima given
yoar, s hospoal alays and eelared care end W b infrequen cvents even lior the apid sl
disahled. In contrast. the vast majonity of enrollees incurred reimbursable Part B cosis because
the coversd services are more routing amd the snmoal deductible for S8 was only 5124 in 2006
Wi dent vt base data indicating the propestaon of Far D enralless with reimbursable costs, bug
the pereentege is expected 8o be high, given the prevalence of prescripgion drug use by apod mnd
disahled hemeficinries and the preponderance of zero-deduciible plins.

The HI and M1 componenis of Medicare ame fmanced on ofally different bases,  HI costs are
met primarily through & portion of the FICA and SECA paymod]l tmves.' OF the iotal FICA tax
rate of 7,03 percent of covered carnings, pavable by emplovecs and emplovers, cach, HI reeeives
145 prroont. Self-employed workers pay the combined smal of 290 percent. Following the
{mnibus Budget Reconcilimion Act of 1993, Hl iaxes are paid on toizl camings in covered
conployment, withou lisd, (aher HI meome includes & porson of the income mies levied on
Bocial Securily bimelifs, inberest incoma an invesled assets, and olther minee souroes.

SA 1 enrodlees pay monchly premiams (25350 for the sinndsrd Pant B premium in 2007, and &0
agrage hase premivom level of 527,35 For Part [ in 2007), For Pan B, the momthly promioms
cover a lutile mone than 25 percent of program cosis with the balance paid by general revenue of
the Fedeml government ond & small amount of imenest incoeme. Beginning, in M7, there is o
higher “income-nelated™ Part B gremiam o thess individuale and oouples ahose modifiod
adijusied gross incomes exoeed specified threshalds, 'When the income-related promium is fully
phased im {im 300, beneflciaries exceeding the threshodd will pay premiams covering 33, 40,
05, or B0 pereent of the average program cost for aged benclicaries, depending on thesr ineame
level, compared (o the standard premium covering 25 percent. Part [V oosts ane met throsgh
monthly premivens, which on averege will cover 25,5 percent of the cost of the basic covemge,
wih the balance pald by Federal general revesues and cerialn Sinte transfer payment

The Fart A @x mie & specified in the Socmal Securiy Act and is not scheduled to change at sy
tivee o the futere under present bss,  Thus, program fisancing cannot B2 modified © maich
varalions in program cosls excepl throagh sew legislalson,  In conirast, the premiems and
penerad revenoe financing for hoth Pans B and [ of SMI are reesinblished cach year 10 maich

! Feakral Bwirivee Conteoions Aol asd Sel-Enployment Costibaliom AL e padively .
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estimated program oosts for the following year. As 2 result, SMIL income aulcemtically malches
expendibares without the need for legislative odjustments.

Each component of Medicare has ils oo fnest fund, with fmancial eversight prosaded by the
Board of Trusiees. My discussion of Medicare’s finercial =tatus is based on the actuarial
pregectioes contained @ the Basnd e 3007 repan o Corgrese. Such projections are made under
threw aliermative scts of economic and demographic assumplions. 10 illustrle the aneoainty amd
possibde range of variation of fulure costs, and cosver bath o “shar mnge”™ period (the nest
16 wears ) amd a “long range” period (e next 73 vearsh The projeciions sre nod imendad as i
predichoss of fulurg cosds, s this w charly smpossdble; mblher, they ilhasialg o 1he
Medicare progmm would operate under a range of conditions that can ressonably be expected o
acoir, s imposant b note thit the resulis shown in this vesr's repon sre significantly more
wrkwriain than thosg i past meparls prioe e cnscmsenl ol e MMA. o particolar, the Pam D
progections are estimated with only limiled actual program experience.  In addiiom, the Par B
cosl projections almos cenasnly underszate the actual furare cest of this composent, due to the
imipadd ol The “soslaiiable prawth rase™ paymend dechisisih loe phsscsin ssarviees under euimnl
law. The progections shown in this testimony ane based om the Trusiees™ “inbermediaic™ sel of
asmamplioes,

Shar-ramge feancial outeok for Hospital fasunmee

Cham 1 showe HI cxpendlinires verses incomie aliee 19N and prajections trough D016, Faor
mist of the program’s history, income and evpenditures Fave hoen vory close ogethar,
illustrating the pay-as-you-go nefure of Hl financing. The mxes collected each vear have been
meghily salliclent to cover that year's cosis.  Sephus revenues ane imvested in special Tressury
seeurilis—im effiect, lending the cash o the rest of the Federal gosvemment, 1 be repaid with
imenest at o specifed futane dete or when needed 1o meet expenditures.

Chmrt I—N eopraddlinres s inooms
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[amimeg | 990-07, Hl costs ncrvased at a faster rmie than HI income. Expunditumes exceedied
income by o total of 2172 hillien in 199597, The Medicare provisions in the Balanced Budpet
Act ol 1T were desgnad o belp adidress this siaties.  As indieasad in cham 1, these
changes—ioguther with sebsogpeent kow peneral and medicall inflation and imcresad effors s
address fraud and abese in the Medicare program—resulted in a decline in Pan A expendiiures
during THIE-200H 2o tnast Fond surpluses ialiog %61.8 hillion over this perced,  Afler 2000,
Part A expendituncs and income conmverped slightly, as the Balenced Budpet Refinement Act amd
the Benefit Improvement ond Protection Act imcreased Pam A expenditures and the 2]
coanmbe recession resulted ba lower payrall tax e for Pan A,

Starting in 2004, the Medicare Modernization Act imcreased Pant A expendibares, throwgh higher
payments b riral hospetels and 1o preate Medicare Advestsge health plane.  Moseaver, the
gromth rate of copindilunes is axpested w0 Gomtinue W excoed growih revinuis” Tatal HI
incame, including inferest eamdngs, is expecied 1o be less than expenditures in 200 1 and all years
thercafter, (HI s revenues alome are estimated 1w fall shon of wial expendinges beginning this
vearh Mot that evin relatively small changes in growtl bremds for aither mévme or expondiluns
could fave a very significest impact on the projecied difference between these cash flows. In
particular, the anset of deflcics in the M rust fund could essily eccar several vears earlier or aer
Tham this mlenmedsan: projecion.

Chart 2 shows the past and projecied asses of the HI et fund o5 a percentage of onnuxl
gapundivus, The Board o Trustees has ricommmded maintaimmg H st apal oo les
1 vear's expenditures as & contingency resome.

Chart 2—H1 trusd Fasil asais

rial B wmg al g . perermlge el am e
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* Hezlth s conba, inclueding those for Modicarr, mocase i proporion o Be usber of benelicianes, the mercas:
i the ivirage price per aervice, the mimhe of servioss perfommed Muliloioa™, wd Bie rerege complesiy of
servioes (Mimiensiy Tk 18 commas, HI payrodl s revesoes (oreose only 55 & fanoton of the mamber of workers and
tha mcTeass In svERES raMings,
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Aus melicated in chart 2, HI asscts ol the beginning of 2007 eprosemted 147 pervent of estimated
expenditures for the vear.  Future nssel growth, reflecting the dieinishing difference berween
incame and expenditongs desribed above, 18 projecied Jo e signalanily  shower tham
expendsture growth in 207 and hter. Afler 2000, ax asscts ane drwn down fo cover the aneall
deficies, the tnest fund balonce woald decline snd would be exhousted in 2009 under the
Trsstess iwteriediale &sauimpiins,

The progected exhavstion dole for che HI rust fund is | year loter thas in Inst yesr's repon, due o

slighily hagher projeciad payroll ey incoome and glightly lewer pressciigd Terfils than preyicasly
estimmied.

1o ronspe Sinpmeipd ceetlood for Hopaiion' Treseane

The mterpeetation of dollar amounes through time is very difficult over extrenwely lomg perinds
like the: T5-year progeciom period wsed s ihe Trstes Reponis. For this reason, long-range wx
income and expendibores s expressed as a percentage of the iotal amount of weges and self-
conployment income subject o the HI payrol] mx {referned 10 as “axable payroll™). The resulis
A lerened The "o rage”™ and “osl male,” fespectively, Progscied losg-rangs indome and cost
rates are showm in char 3 for the HI program.

Past incme ries Bave geneally followead program cosss closely, msing im a step-ass Thshios as
the payrod] tax raies were adjusted by Congress. Income mate growth in the fisture is minirmal
due i the fixed oy rates specified in curment lew. Trest fund revenue froen the incagion of Social
Secunty Benclie nenciss pradilly, becaise the meome Bresholds gpeailiad in the Interal
Revoroe Code s mal indewed.  Chvor lime. an inoreasing proportion of Social Security
hemediciamies will imcur income inxes an their henefit payments.

Chaen B Lamg-range H oo st seas ander Mrommiedlan: msispiog
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Past H1 coest rmies have genemally increased over time but have periodically declined abropily 2=
the resali of legislation o evpand HI covernge 10 additional colegories of workers, reise [or
climimate) the sdnimiin taceble wige hase, introduce new payment systems such as the
inpatient prospective paymenl systern, oic. Cost rates decreased significanthy in | 998-2000 as a
result af the Balanced Budget Act provwisions together with strong econcmic growth. Alfier 2000,
heovwesih, coosl fales epeased, ganly i a resall of e Bakiiesd Hisleet Refinemest Act and the
Benedit Improsement and Prodochon Act. Adber 2007, cost miles ane ospocted o continug
increasing amd to accelerate significanily os the bhaby boom generation enrolls in Medicare,
hepimming in aboug 2000, By the end of the T5vear perod, scheduled wa incone woukd cover
omly 2% percent of prajected expendilures.

The average wvalue of the financing shornfall over the next 75 years—keoan & e acarial
defivit— 355 percent of waxable poredl. For dllestrason, this delficit coakl b chosed by an
immedinsle increase of .78 percentage poans in the HI payroll fax moie, payable by employees
and emnployers, each. IF, instend, mo changes were made uniil the year of asset exbaustion, thes
the HI payroll ax rale would mopeEn: an iscréase o shoul 250 percent domployees and
emphiyers. each). Mote, however, that such dhanges would cormect the deficit ondy “om average.”
Initinlly, HI nevenue would be significonily in excess of expendineres, ban by the end of the
period, only about cee-thind of the progeciod aneal deficit woull b elimsated, The kmg-range
deficit could alsa be eliminmied by many other approaches involving revenue inerenses and'or
expendivare reductions, hul its magnivede poses o very daunting challesge o policy makers

Per-persan HI costs ame expeciod to mcrease faster than per-worker fax rewvenues dse 1o the
healils care prece imflaison and imcreases i the utilization and inensity of services. Colleciively,
ihese fhesars penerally excesd the gromeh in average camisgs per worker, on whach HI wues arg
mamed. Important demographic factars contribute further to this growth differential. The effect of
the baby boom penermion on Medicare and Social Security is relativeldy well known, having been
discussed by aciuaries gred others for more than 30 yesre. Basscally, by the time the habw boom
cohorts have enralled m Medseane, thene will be nieady tasce as many H1 bemeficiames & there
are ioday, but the number of covered workers will have increased by only abosrt 200 peroent.
When the HI pragram begen, there were 4.5 workers in covered eimployment for every HI
Feneliciary,  As shown in charl 4. this o wis aboul 39 workeors per BengGcary in 2006
‘When the baby boom joins Medicane, the number of bereficianes will increase more rmpidly than
the luhor force, resulting in & declne in ths ratio o abom 2.4 in 2060 and 20 by 2080 under the
el projectsons,  CHBser things being egual, Bere would be a correspenuding increase m
11 posts as a peroemtage of ncable payroll

There: are other demograpbic effieeis beyond those airibatabbe s the sarving ousber of Bimhs in
past years., [n particaler, life expectancy has improved sebstantially in the ULS, over time and is
progected Bo continue dimg =0 The svempe remaining life expectancy for &8-year-olds
incrensad fromn 12,4 years in 1935 50 178 vears cumenily, with an estimaied funher inerease o
about 22 years al the end of the lang-rmnge projection pernod.  Medican: cosis are sensitive o the
age distribution of bencficiaries. Odder persons inoar subsianizally larger costs for medical care,
om averape, than younpger pereons. Thies, as the beneficiary popaslation ages over fime they will
move it Bighor-ulilization ape groups, thereby adding 10 the financial pressures on the

hadicare program.
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Charr & Wiakers per HI beneficiarg
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Financin eedfoot for Ssppleseniore Moo fenrance Pare

The finarcml stas of the M tust Jund is very diffeaent than foe HI alhough rapid
expenditure growth is o semous issue for both componems of Medicare.  The Medicare
Modemimtion Act established o separmie acooum within the SMI oust fund o hasdle
IEnsactions For g new Medicire drog Benclin, Becawsse 1hen: 08 no authenty Lo iramsler assgls
betoeen the new Far [ accowsd and the existing Part 3 orcount, it is necessary 0 evaluate eoch
acooum s finemcial ndequacy separmiely.

Chart 5 presenis estirrates of the shart-ranpe outkaok for Pant B, In contrest &0 the L program.
the income and expenditure curves for Pan B oremain closely related im the fulure.  As posed
previoasly, Pant B presnioins and gedcral mvenoe iicome e radilableahed aoseally o omisch
expecicd program costs for e following year, Thus, the program will mdomatically be in
financinl balance, regardiess of feture prograsn cost inemds.

As showm in chard 5, bowever, Parl B expenditunes exceeded income during 1990-3004,  These
deficits resulicd in pad from greatersthan-cxpecied increnses in physicion, outpatent haspital.
and cerinin ather Pant B eosts, They also eccusrad i a sesult of a serles of leglslative sets that
avorrinde schiduled reductions m Medicane physacian foes after the financing s hasd alrsady
been sel for & year. In panicular, the Consolidated Appropnaisons Resolution of 2003 (CARL
ihe Medbcare Modemization Act of 2003, the Defich Radactson Aot of 20015 (DREA), s the Tay
Relivl and Heahh Care Act of 2006 all raised Panl B costs abose the prior-fow levels vsed o
establish beneficiary premiums and general revenue financing.

! Thee opeashonal ol pamers i e pondecied revenses oooer whes the normal Faneary 19 paymen dote Ror Social
Locuntiy berefis fallk on a Saierday, Sunday. or bobday, Inossch coses, peyment k& advanoed o ihe e eardier
i rams ihry—which, | cortain cams, m December | of the pror year,
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The: resulting, duficats in the Part B aocount doow down aoooent assets w0 a kevel that was ol
beloww the mnge needed for comingency parposes. as shoam by the dotied lines in cham &
Consecuently, beneficury premwams and matching geteral revenie financing were nereasad
subtimtinlly for 2004, 3005, 2006, and 2007° As a resull of the begaslation Bated above,
however, progress i resioning Pant B asseis o an adequate level has been showe, and the
conbmgency reserve is estimated o oildy just reach the bower end of the desired range o the emd
ol 2FT, wsder carrent law

Clearl B—Acluarisl vlabas ol the Part B abcaumd fn e S50 roid Tead
(msseis mimeas Habadites gs percent of Sl loaving year's oxpendinons)
L 3t

Hisiorrad 5 i
s

4 The inceetses were |34 poscent, | 74 percenl, 132 perceni anl 5.0 percerd, sespeciively, Tor these 4 vears.
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The Mart B projections for 2008 are baed o an estimated  phosician payment update of
99 peroent, oz would be required wmder current biw, and o 3 lspercent imcrease in the
heneficiary premeum and general revenue cransfer e, Accondimgly, the seount is projecied w
inimzassr b S4B 2 hillion by the end of 00K, which wonll redore confimgency neserves fa thie
prefermed level, Adfter 200E, the financing margins are set im such a wiry that the scoount assets
womld merease with the estimmed ependitures plus & margin, so that the prefemed comingency
level wouk] be maamaimed. Tnthe likely evest tha Comgress con s 80 overmide the medug s
in physizian fees tha would be required seder currest lame, o preater mcrease in preemiom. and
general revenue financing will be requered g0 match program costs and respore assets 1 the

meewary level,

Az msggested by the preceding discussion. the progectsd Part B expenditures shomm in the 2007
Trussess Repoat are unrealistically low, doe o the stracoare of physiomn paymeenns unid o curmen
lawe. Fubum: physician paymienl ineresses mesd be adijostsd dowemandd ol cumuolitive post aciual
physician spending exceeds a siutory target. By the start of 2003, actuad spending was alrewdy
ahowve the target bevel. CAR, MMA, end DRA ruiged physician payments for 3004 through 2004
wilhoit mismg e allomgble brpe spemding to msatch, The Tax Rehel and Heahh Care A
mized the phy=ician fee schedule updste for 2007 and mereased the wrget for | year, bot
apecified that dee 2008 phyvsicien fee update be compubed ns i the 2007 wpdate hod not been
changi=l. Together, these faetore Vil progecied plivecsin updstes of -9 percent for 2008 gl
aboeagt -5 pencend For at keast 8 consecative years, from DM through 20160 Bocouse an aggregate
4lperrcent reduction in physician fees from cument levels is implousible, te projected Part B
eapemlivares ghown im the 2007 Trusees Repor miust b considersad sabatmtinlly undersiaed
By exiemsion, cosls shown For SMIL and for Modicire m fotal, ane alse undersiaied.

F g et o Sappeemicaney el Tisvrowes Parr 1

The Medicare Modernization Act ingroduced the most significand chanpes to the program since
its enncoment in B35, The new prescription drug benefit brings Medicare mone m lise wich
anidind insirane: coverape and medical practice, shale providieg & valushle new hasein lior all
heneficiarics whoe chooss: o enmll, espeecially those with bow incomes. At the same Hmae, of
course, the new drug benefiz adds substaniially 1o the overall cost of Medicare.

Beneficiarnes obtain Farl D dneg coverage by voluntanly punchasing insurasecy policees from
stand-alome prescription drug plans or through Medicare Advanmge bealth plans. The oosts of
these plars are hesvily subsidized by Medeare throsgh & combinmtion of direct premium
subsides and reinsuraece paments, Medicars provides Baother support on beball of low-inGome
heneficiaries and a special subsidy 1o employers who provide gmbifving dug coversge iv their
Modicane-eligibe retirees.  The financial risk msocisted with the privaie drog plans is shared
heraeen each plan and Medicsre, Medicire™s oot for the varsons diig slbeilics s fnasced
primanty from general revenues, A decliming portion of the costs associsied with beneficiaries
who alse quabify for foll Medicaid bepefits is fnanced through special paymenes from Sioie
EOvETTIRCTIE

Chant 7 shows ootuad Pan [ costs in 20002006 and estimases through 2006, For the Pam D
program, the financizl operatiors in 3004 and 3004 refared only 1o the prescripgion drug discoune
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card and hew-income trensitsomal assistamer. The general revenoe sobsidies for thes benel@ are
drawn daily. under a Mexibl: approprintion amangement. Pant D mcomee and oulgoe are expecied
o reiveli in helince auromstically, & & resilt of annual sljusmnents of premiem e peneral
TR U b mabch cosls

Chart 7581 Farl [F eyprmdilures sl mcome asdor allcrmstio ass mpiiam
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The Pant [ expendsture peojections. shosm s che 2007 Trustees Repon are significasaly lower
Thas Those in e 2006 repom aed subsanially ower than e copral progections Trom 2003
The lower aciual cost in 2006 amd projections for later years arise primariky from the Following
foczars:

o Groth in mations] per-capita drop costs slowed abruptly in 2004-2006, 0 gbout 5 o
& peroent anmumlby or kess than Balf of the prevailing growth mates during the prior decade.

= Man savings m 06-T007 o eetal price dscounts, mamufciurer rebales, s atilusnon
mamagement are significantly greater than originally assemed. {The acual savings to date are
in lime with our prior mssumgdions for 20 10 snd |ster.)

v PMan bids for 2007 woere [0 percent lower, on average, than those for D006, This dramatic
change reflects (i) plans' expecations of increasing the propanion of dnsgs provided through
low-conall generic cquivalents, and (i) the inense level of competstion among Part TF pans

+ Mol Part IF enrollment is somewhst lower chan ongimal expectations.  En sddition, many
eirmlless waned wwil May 15, 2006 w0 enroll (e sanrory desdline for tee first spen-
criril b pevicall, riakivg TO06 & partial year of cod) eaperienis,

As n reseh of these fhcsars, the current progecticns of Pan I expenditares are roaghly similar to
the krwer erel af the Tristees” anginal rasge of progecned coste, a8 shown m the 2HH sl
reporl.  The actual Feture cost of Part O nemaing spcertaim, bowever, as illustirated by the
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priection range shown in chart 7, bocause only Hmited data ane avaikable 1o date on the sctual
opzrations and oost of the pmp'u.rrl.';

Long-mmpe auloed for Ssppdemrenion Wediog! fesuramee everall

Chart 8 shows projected Ieng-range SM1 expemdimures and prenuesm incoames o5 4 percentige of
GOP. BMI expenditares and projecial W imensase a4 sipnificastly Blir rode Thim GO, for
larpely the sume reasors underlying HI cost growth,  Under cument law, Part B beneficiary
premiwmes will cover slsghtly more than 24 pereent of ozl Part B ooosts, with the halence drmom
Trom  pencrl revenues,  Somikarly, Pam D beneliciary  presmiums pre desspidd 10 goaer
155 pervent of the e Past D benefit, on averape, or aboat 14 percent of todal Pant D cosiss the
balance is paid by general revennes and Stee tansfers.

Chart 8501 evpeniliiires sad presiliams a3 8 perceniage o GDP
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Alrhough SMI & ssommically in firancial halance, the pregram®s comtinuiesg rapid growth i
expemlires plices an inereasimg borden an B Oemnes and the Federal Badper. In 2000, for
example, a representative bencficiary’s Part B oand [ premivmes would require an estimated
12 percent of his or her Social Secwnty besefit, and onother 18 percem would be needed o cover
averpe deductible pnd cowmumnee expendinine fior the vear By 2080, abos I8 percent of &
typical Social Security benefit would e needed o cowver Pad B oand Far D presmiums, and about
44 percent would be required for copaement cosis. Similardy, Part B and ¥ general revenues
fiseal year 2000 are stimared 1 equal ever 12 peresst of the persosal and corparare Faleral
oo s that wouhl be collected in that yaar, il sach tases are set ol their long-lemm, past
averape level, relative do the national economy.  Under the same sssumption, projocted Part B
and I3 genernl revenue francing i 2080 would represent aver 41 percent of ol incoene taxes.

* Actual srolimest s oee avadlable, a5 are the plan hids foe 2006 and 3H7, Thess hitks arg astimaios, bowovar,
represcnling the phms’ expecialions of presenplion dny oost and use in the Dlbeng yee, Ached chins
eaperiernss ool (aFer, ardl Mol elaisis doma for 2006 will iso Be gvailabe aiml e this yer
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Comibimea’ S and SMT oxpenaitares

The finsscial etatis of the Medicare program s sppropnately evalisited for sach mea flsd
aciound separalely, @ summsriaad m the peeceding sections. By Bw, each Tumd = & st
fimancial entity, and the nature and sowrves of financing are very different between the oo funds.
This distinction, however, frequenily couses gremer attenticn o be paid o the HI ouss fesd—and
cepielly b prmecied year ol asset deplenoi—and lese ro 5MI, which does ool Bee the
proegpeect of depletion. [t is important to consider the: sotal cost of the Modicane program and its
overall sources of finaecing, & shoom in chard 9. Isterest income is exchaded sinee. under
prresent law, iF would soa be a ssgnificant pan of pragram financing in the losg mange

Chart 3 Medicare espemlivares aml ssurees of Moomie a3 a percenlnge of GDF
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Combanad HI and SMI ixpenditures ane progechisd o mermse from 3] porcont of GIF m 2006
o about 113 percent i D080, based on the Trustees” micmmediale set of sssumptions. The
addigien of Part [V incrensed ol Medicsre costs by abaur 12 percent in 2006, and this increment
15 eapected W uhimmlely grow Komoee thas 25 poaeest,  In pas) years, Wilal incoms Foen HI
mayroll txes, meome taves on Social Security henefits, F and S beneficiary premaums, and
SMI general revenues was very <hose o toml expenditures.  Beginning im 2007, ovemll
cxpendivares are experied o ewend aggrcpae non-iieneer revenues, with the  growing
difference an=ing from the projeciod imbalance botween HI ax moome and  evpenditunes.

the bong-range projection pericd. M1 revenues would continue o approximately
wnanch S0 enpendimunzs.

Ower time, SMI premiums and peneral revemoes would continue 1o grow rapidly, since they
wosshl keep poce with 58I expendimre growth under cument law.  HI payrall mses are nist
prvgeied B ineriEs a8 a share of GIDF, primenly becigse no firther smercscs in th @y mics
are scheduled under current brw. Thus, as I sources of revenoe become increasingly madequae
o cover H costs, SMI premsums and geneml revenees would represem o growing share of ool
Wafcane s e,
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Chart [0 shows the past and projecied difference between Medicane™s ol outbayes anld s
“dedicabed fAnancing sowves™ as o perrentage of ot outlavs, This mtio is estemased o reach
4% percent of cetlays in fiseal vear 2003, the seventh year of the prgection” As a resulr, under
weclion 800 of the Midicare Modemision At the Beard of Trustes: is issoimg  determisalm
of prajected “excess general revenue Medicare fanding™ in this report. Since this & the seoond
conseoutive such finding, a “Medicare funding waming™ is riggered, which will require the
Presshent 1o kit 00 Cosnizas, wthin 15 daye after the melise of e Fisom! Foar 0V Bucpe,
proposed  begislation fo respomdd o the waming. Congress i= then regaired to comsider the
bzgislation on an expediied hasis.

Chare |i—Profeemed dierence between toiall hMedicsre oarlans
and dedicaied fasscing ssurces, a5 2 porceniage of il satiayy

R

Cumently, most of the difference herween Meadicare expemdinires and dedicaled revenes s
Tinanced by e Paot B assd Parn 1 penerall revenue ramsfers prowaded by law, The remainder of
this differenoe egoals the amowsd by which NI expenditures exceed FIL tx income: ths gap can
ke met by mming & porisan of the interest eamings on the assets of the HI oust fund, which are
paid from general evenues,

(Fver time, the difference between expendifures and revenues is projecied 1o continue o incrense
ursder current low—reflectmg further growth in stansory genernl reverse Transfers o Medicare,
aa costs for Parts B oand D comtinue o incnzese, and al=a the widiming shormll of HI ta incom
compared to expenditures. Alhough the simuie labels the total difference as “geneml revenue
Mledicane fundieg,” it B ingormant 1o mose th there s o provision in current lww o nddress the
progechad H st G ddeficins, ande e Numnd "3 daims s depliaad. Tnparhicular, it woukd maon be
presible o trnsfer genemal revenoes o FE o make up the difference.

F The dalicnied fnaring seimees are principaBy HI pastoll wases, the peitio of iome wves on Secial Seeuiy
beneilis tha is alozsied w0 e HI e fand, benellciary premiums, and ihe spocial SEoe parmens. i Pan [, Thes:
srurees ol dedbraded revenues ane depriciend m the botiom foer layers s cham 9
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The eompamson ol cuperdinines versus dediated mgvenpss, a8 called For by section B0 of the
MMA, = a useful measure of the magmatude of genomal revesre fmancing foe Medicare plus the
HI tneest fund deficic. Simalardy, the st underlying a “Medicare fundisg waming™ can belp call
amenrion by the wmpact on the Falersl Budger associgied wh the gemeral revene: mnsfas o
Madscane, The “Medicare fundimg waming” hoewever, shoaakl not b imgerpreted as an indication
that trest fiand financing is inadecquate.  That assessment cam ondy be made by companing each
st fund and sccount’s expendinres with alll sources of ineome provided under curment L
inchsling the statetory gencral Tumd manalers md inlerss) pasrmenis

TR TRy

In their 2007 popost to Congress, the Boand of Trestees emphastees the continuimg financal
pressures facing Medicare and wrges the nmion's policy makers 1o ke steps o address those
eoiiggmmia.  They &lso asgue tha ok iderancn of fumher relorms shoshd occur in e relalvely

maar fubomg, simce thi carlier solutions are enascbed, e mwon: Pexsble and grichial they can be
Fimalky, the Trustees mote that early action increases the tme available for affecied individels
and arganizeions—incheling Bealih cane provickers, Benclscimnes, ond mxpayers—on gdjust ther

eRpdfalnms

| concur with the Trusiees’ nssessment and pledge the Office of the Acpmary's comtinuing
arsastanee i the jos e By the Adminestracion and Comgnese i detenmns effecivg saluticigs
#o the Anancial problems facing the Medicen: progrome 1 would be happy #0 arswer any
questions youu might have on Medicare's finoncial sistus.

————

Chairman STARK. Rick, thank you very much. My staff deeply
appreciates your offer of helping us, because as we try and rec-
oncile whatever savings we will have to find in the Medicare Pro-
gram this year, we are going to need a lot of help estimating a fig-
ure that, whatever changes we make, will create in the overall.

I have got a couple of questions that I would like to get through
and then a couple on your testimony.

A chart on page 148 shows that growing enrollment and expendi-
tures; that we are getting growing enrollment and expenditure in
Medicare Advantage. It seems to me we are spending more, not
less, on these private plans than we would spend in the traditional
program. Is that a correct assumption?

Mr. FOSTER. Yes, sir. Under the current payment mechanism
for Medicare Advantage plans, except in rare circumstances, we
end up paying more for those enrollees than we would for the tradi-
tional fee-for-service enrollee in the same area.

Chairman STARK. That would be the case during the whole 75-
year window? You don’t see any way of growing out of this?

Mr. FOSTER. We don’t see any change under current law in that
regard. The degree of the higher payments would change some-
what, but they would remain higher than the fee-for-service cost.

Chairman STARK. So, in your opinion, if we followed MedPAC’s
recommendations with respect to the Medicare Advantage plans,
the financial condition or outlook for Medicare would be improved?

Mr. FOSTER. Yes. If you mean, by that, their discussion of set-
ting the Medicare Advantage benchmarks equal to the fee-for-serv-
ice cost in the area, yes, that would reduce costs.

Chairman STARK. Because the part B premiums are based on
total part B expenditures, which include payments to the Medicare
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Advantage plans, isn’t it true that the part B premiums are raised
for all beneficiaries even though 80 percent of the beneficiaries
aren’t in Medicare Advantage plans? In other words, we have to
raise the part B premiums on all Medicare beneficiaries to pay for
the slightly less than 20 percent who are in Medicare Advantage
plans; is that a correct assumption?

Mr. FOSTER. Yes, sir, it is. There is a standard premium for all
beneficiaries; and as you know, of course, starting this year, there
is also an income-related premium for certain high-income bene-
ficiaries. But the premium is the same for each income category re-
gardless of whether you are in a Medicare Advantage plan or not;
and we have estimated that the additional payments to Medicare
Advantage plans above and beyond what the fee-for-service cost
would have been adds about $2 per month to the standard part B
premium.

Chairman STARK. If the Advantage rates had been equalized, do
you know whether or not we would have hit the 45 percent trigger
in the past 2 years?

Mr. FOSTER. Well, we wouldn’t have hit the trigger in the past
2 years because if you had lower expenditures, then the ratio would
go down and that would extend when you hit the trigger.

I misunderstood your question. You are saying, would we in fact
have

Chairman STARK. Been under the 45 percent?

Mr. FOSTER [continuing]. Been under 45 percent within the 7
years? We might not have. In other words, we might have stayed
below the 45 percent.

We could figure that out for you, but we have not actually done
the calculation.

Chairman STARK. If it is easy to figure out, I would be curious
to know it, but I am not sure that it is a bit of information that
will sway a lot of votes.

[The information follows:]
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WAYS & MEANS HEALTH SUBCOMMITTEE HEARING

on
THE 117 MEDICARE TRUSTEES REFORT
APRIL 2% 2007

These are thi answers For the record te be insecied {nio the transeript for this hearing:

ME. STARK ~ IT the Advantage rates had been equalized. do vou ksow whether or not we
womld fave hit the 45 percent trigger in the past X vears? |becn mnder the 45 pereent
within the 7 vears?|

INSERT: Page 21, line £63

ME. FOSTER — W eslimale That off the Madicare Advanbige payvment bencbmnarks were sei
eqqual o the average fee-for-service cost im each ares, then the dference between Medicare
exprndsthurcs. and dedicaled revenues woald reach 45 percent of sxpenditures | vear later thas
emsder currernd low. In this scenana, the tereshold would be crossed in 2004, raiher dhan |6 2003
as cerrently projectsd.  Because duis woubd be the eigheh vear of the Taustess" peojectio, Then a
firdizg; of “excess gereral revenue Medicare funding™ would sof B made,

A prilar resulll would Bave ecourred with last yvear’s Trustees Feport under this scenario. The
Jower MA payments would have reducod overll Medicare costs without refecing dedicated
revenues proportionstely {sinos te |angest source of sach revensss, HI payroll maxes, would ni
bave been affectsd). Thus, these chasgpes would have somewsat reducal the portion of coets mel

through gesseral revenuds, therehy deliving when Thi 45-percenitbreshol] would be reached by
about | ygar

ME. STARK - You mentismed in the Part [ that the eosts were about 13 percent baebew the
estimate. Com vou tell me whsi—bow much of that reduetion, or cost) saviegs, maybe i &
f‘.f'ﬂi-."ﬂu eniis hecamse there was lower enrollment than was anticipaded ™

INSERT: Page 23, ling 431

MR. FOSTER - In the 2007 Trosioes Beport, folal incummed Panl D expenditures for calendar years
200G through 2015 aro estimated to be 128 percent kower than the comesponding amount from lass
vear's report. O this eotall redection, 4.6 percentage poimts ane attribatahle fo by el
enrodlmest. The remainder of the otal reduction, 3.6 percentaps poanls, i& dug 1 other, moen-

enrcd messd faetors—prinsgmlly the senial 27 plim bids that came im al |0 percent balow the 2006
e, om average. Flomse note that thes fctors are multiplicative, rather tham additve, that is, {1 -
0124) = (1 -046) = (| - RDEG)

Subsoguent 1o the developmont of the Part D estimates for last year's Trostees Report, we
chinined mproved data on the rember of Medicare benedl claries vl dneg cowerage through
other sources. The peincipal reasen for e lower-thas-expesind Parl D eolbmen s that
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giprificaily e bineficianes had cxistmg drp anverage teough Federal emplovers [for
exampde, the Federal Employoees Health Benefit Progrmm) than we bad previowsly thougid.

MR DMOCGETT - [Context--As far as the group that is pot antomstically enrelled, bat
emtithed to exirs help, peope that are not in Medicaid, are the number that have

partici pafed—Eow do they compare wilh the nmmber that yon estimated in vour sctaarial
estimates originally?] 4 che 15 miltion, did you estimate eriginally how many you thought
wanild take advaniage of ibe program, woull actaally be enrolled?

INSERT: Pape 33, line 724

MR. FOSTER - In our amiginal estimates for Part D, we had projected that ronghly 14.4 million
heseficissies wiruld be eligihle fior the low-income subsidy In 2006, OF dweas cligible, we
e=timabid that 10.% milbon wonhd be msto- or solf-eorolled [oc the extra assistance. Actoal LIS
coroliment during 20086 grew ffom about 92 million of the end of the apen enrcdimend pericd o
W5 mallice by the end of the year,

With the ovailability of improved data on heneficiary assets, we revised our estimate of the
number ol beneGeiaries aligible for the kow-moome subsidy to 13.2 million. W shoulid be sobed
that the estimate of the number of LIS-eligible bemeficiaries canlizmes 1o be hased on sarvey data
s remaing fuirly rongh, (Survey respendents often understate their insome s asser kevele,
While adjustments hawe been made 10 compensale for such understalemens, they s necessanly
imprecise | Thus, the actunl number of mdivideals =figibde for the eotra Part [3 assistance may
b somwial different than our GElmate.

ME. ENGLISH — Mr, Foster, this vear, the trestees repont significantly lowered their
expenditure projectisns for Part I, | think voo have testifled that they are 13 percent
lower tham best vear, How smuch lower is ile 2008 estimate of Part I cosd as eompared bo
the vriginal estimade in 2T

IMSERT: Page 38, e B34

MEB. FOSTER — Clur amiginal estimate for the met toinl Medicare cosi for Par [0 wos

5634 billion in Bsdal wears 004 through 201 3. Our cerranl sslimats, based on the 2T Trusless
Repord, is 445 hillion for the same period, or 27 poroent lower. (These figores represent the net
ool to Medicare mnd do nat reflect the related Federal savings from raduced Medicaid
xpenuditures, which we no longer estimate )

ME. THOMPFR0ON — What portien of the decrease in Fart ¥ expenditares is dee to a lower-
thon-cxpected enrofinseat? And if that s the case, bow many of thise arc low-income,
subsidy-eligible individuals, your lack of data neiwithstanding™

IMSERT: Page 49, ling 1042

ME. FOSTER — About 4.6 pereent of the reducton in projecssal Pam D expenditmes dusmsg
calimdar years DO0G-2015, from the 2006 Trustees Feport o the 2007 Trusiees Report, wes dus

o lower notod enrnlbmest by Moedicare benefoiagies. A Bt over habi of this lmgact (2.5
pemeniags: poinis) wis attrabulahle e bewer aciual eorellment by beneficiaries qualifying foc the
low-meome subsidy. The remainder, (2.1 percentage pointsh wis atiributable to lwer nons=L15
enrollment. As noted previcesly, the principel rerson for the kwes-than-expected ennallment
was thai ggnificantdy more Malmcans binelicianies had existing drug coverage through Fedirl
emplayors (for cxample, the Fedeml Employess Health Benefit Program) than we had previoos]y
themght.

Mr. FOSTER. I would tend to think that—because in 2013, in
the projection currently, we are only slightly above the 45 percent
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threshold, it is my guess that the lower payments, if the law were
changed in that way, would reduce us below that threshold for
2013—maybe for not a lot longer.

Chairman STARK. If we had lowered the Advantage payments
to equalize the fee-for-service rates, what would have been the ef-
fect on the solvency projections? Do you know that?

Mr. FOSTER. Yes, sir. If we set the benchmarks at the fee-for-
service level, that would reduce part A payments to Medicare Ad-
vantage plans, just like part B payments; and we have estimated
that would extend the insolvency date for about 2 years.

Chairman STARK. You mentioned in the Part D that the costs
were about 13 percent below the estimate. Can you tell me what—
how much of that reduction, or cost savings, maybe it is figured in,
would come because there was lower enrollment than was antici-
pated?

Mr. FOSTER. I can provide the specific answer for you for the
record. I can tell you less quantitatively that is one of the factors
behind the lower estimated cost, but it is also one of the smaller
factors.

[The information follows:]
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WAYS & MEANS HEALTH SUBCOMMITTEE HEARING

on
THE 117 MEDICARE TRUSTEES REFORT
APRIL 2% 2007

These are thi answers For the record te be insecied {nio the transeript for this hearing:

ME. STARK ~ IT the Advantage rates had been equalized. do vou ksow whether or not we
womld fave hit the 45 percent trigger in the past X vears? |becn mnder the 45 pereent
within the 7 vears?|

INSERT: Page 21, line £63

ME. FOSTER — W eslimale That off the Madicare Advanbige payvment bencbmnarks were sei
eqqual o the average fee-for-service cost im each ares, then the dference between Medicare
exprndsthurcs. and dedicaled revenues woald reach 45 percent of sxpenditures | vear later thas
emsder currernd low. In this scenana, the tereshold would be crossed in 2004, raiher dhan |6 2003
as cerrently projectsd.  Because duis woubd be the eigheh vear of the Taustess" peojectio, Then a
firdizg; of “excess gereral revenue Medicare funding™ would sof B made,

A prilar resulll would Bave ecourred with last yvear’s Trustees Feport under this scenario. The
Jower MA payments would have reducod overll Medicare costs without refecing dedicated
revenues proportionstely {sinos te |angest source of sach revensss, HI payroll maxes, would ni
bave been affectsd). Thus, these chasgpes would have somewsat reducal the portion of coets mel

through gesseral revenuds, therehy deliving when Thi 45-percenitbreshol] would be reached by
about | ygar

ME. STARK - You mentismed in the Part [ that the eosts were about 13 percent baebew the
estimate. Com vou tell me whsi—bow much of that reduetion, or cost) saviegs, maybe i &
f‘.f'ﬂi-."ﬂu eniis hecamse there was lower enrollment than was anticipaded ™

INSERT: Page 23, ling 431

MR. FOSTER - In the 2007 Trosioes Beport, folal incummed Panl D expenditures for calendar years
200G through 2015 aro estimated to be 128 percent kower than the comesponding amount from lass
vear's report. O this eotall redection, 4.6 percentage poimts ane attribatahle fo by el
enrodlmest. The remainder of the otal reduction, 3.6 percentaps poanls, i& dug 1 other, moen-

enrcd messd faetors—prinsgmlly the senial 27 plim bids that came im al |0 percent balow the 2006
e, om average. Flomse note that thes fctors are multiplicative, rather tham additve, that is, {1 -
0124) = (1 -046) = (| - RDEG)

Subsoguent 1o the developmont of the Part D estimates for last year's Trostees Report, we
chinined mproved data on the rember of Medicare benedl claries vl dneg cowerage through
other sources. The peincipal reasen for e lower-thas-expesind Parl D eolbmen s that
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giprificaily e bineficianes had cxistmg drp anverage teough Federal emplovers [for
exampde, the Federal Employoees Health Benefit Progrmm) than we bad previowsly thougid.

MR DMOCGETT - [Context--As far as the group that is pot antomstically enrelled, bat
emtithed to exirs help, peope that are not in Medicaid, are the number that have

partici pafed—Eow do they compare wilh the nmmber that yon estimated in vour sctaarial
estimates originally?] 4 che 15 miltion, did you estimate eriginally how many you thought
wanild take advaniage of ibe program, woull actaally be enrolled?

INSERT: Pape 33, line 724

MR. FOSTER - In our amiginal estimates for Part D, we had projected that ronghly 14.4 million
heseficissies wiruld be eligihle fior the low-income subsidy In 2006, OF dweas cligible, we
e=timabid that 10.% milbon wonhd be msto- or solf-eorolled [oc the extra assistance. Actoal LIS
coroliment during 20086 grew ffom about 92 million of the end of the apen enrcdimend pericd o
W5 mallice by the end of the year,

With the ovailability of improved data on heneficiary assets, we revised our estimate of the
number ol beneGeiaries aligible for the kow-moome subsidy to 13.2 million. W shoulid be sobed
that the estimate of the number of LIS-eligible bemeficiaries canlizmes 1o be hased on sarvey data
s remaing fuirly rongh, (Survey respendents often understate their insome s asser kevele,
While adjustmeents hawe been maude 10 compensate or such understalemens, Hq-nmaamﬂy
imprecise | Thus, the actunl number of mdivideals =figibde for the eotra Part [3 assistance may
b somwial different than our GElmate.

ME. ENGLISH — Mr, Foster, this vear, the trestees repont significantly lowered their
expenditure projectisns for Part I, | think voo have testifled that they are 13 percent
lower tham best vear, How smuch lower is ile 2008 estimate of Part I cosd as eompared bo
the vriginal estimade in 2T

IMSERT: Page 38, e B34

MEB. FOSTER — Clur amiginal estimate for the met toinl Medicare cosi for Par [0 wos

5634 billion in Bsdal wears 004 through 201 3. Our cerranl sslimats, based on the 2T Trusless
Repord, is 445 hillion for the same period, or 27 poroent lower. (These figores represent the net
ool to Medicare mnd do nat reflect the related Federal savings from raduced Medicaid
xpenuditures, which we no longer estimate )

ME. THOMPFR0ON — What portien of the decrease in Fart ¥ expenditares is dee to a lower-
thon-cxpected enrofinseat? And if that s the case, bow many of thise arc low-income,
subsidy-eligible individuals, your lack of data neiwithstanding™

IMSERT: Page 49, ling 1042

MR. FOSTER — About 4.6 perceni of the reduction in projeciad Pam D expendimmes durmg
calimdar years DO0G-2015, from the 2006 Trustees Feport o the 2007 Trusiees Report, wes dus

o lower notod enrnlbmest by Moedicare benefoiagies. A Bt over habi of this lmgact (2.5
pemeniags: poinis) wis attrabulahle e bewer aciual eorellment by beneficiaries qualifying foc the
low-meome subsidy. The remainder, (2.1 percentage pointsh wis atiributable to lwer nons=L15
enrollment. As noted previcesly, the principel reason for the bover-than-es pectad eniollment
was thai ggnificantdy more Malmcans binelicianies had existing drug coverage through Fedirl
emplayors (for cxample, the Fedeml Employess Health Benefit Program) than we had previoos]y
themght.

Chairman STARK. Are generic drugs one of the factors, higher
utilization of generics?
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Mr. FOSTER. That is one of the factors actually in two different
respects.

If T may elaborate on that, the biggest factor underlying the
lower cost estimates that we have today, compared to our original
ones from 2003, far and away the biggest factor is that in 2004,
2005 and 2006 the cost growth for prescription drugs per capita in
the country at large, not just Medicare, but that cost growth was
suddenly only about 5 to 6 percent per year; and that is really only
about half, less than half of what it had been for more than a dec-
ade prior to that.

So, that was a dramatic slowdown in the rate of cost growth for
prescription drugs, and that affected the Part D program as well.
So, that is the biggest factor.

Part of that is that the private sector plans—in fact, all drug
plans—had a big push to increase the use of inexpensive generic
equivalents and to cut back on the use of more expensive brand-
name drugs. So, that contributed to this slower growth rate, along
with other factors.

In addition to that, another one of the significant differences be-
tween the cost estimates had to do with the savings that Part D
plans could generate by negotiating favorable retail price discounts,
also manufacturer rebates. Through utilization management, we
had originally expected such savings could represent 25 percent
savings off of a retail level, but we thought it would take competi-
tion among plans a few years to reach that ultimate 25 percent. We
were pleasantly surprised to find that the plans anticipated about
27 percent in the very first year and again in 2007. So, their sav-
ings from the retail discounts, the rebates, and the utilization man-
agement were bigger than we thought they would be initially, and
similar thereafter.

The last factor has to do with the 10 percent reduction in the
bids that you mentioned, Mr. Chairman. This was, again, a wel-
come surprise and somewhat startling. Drug plan costs generally
increase over time, and so when we discovered that the bids, on av-
erage, had actually gone down 10 percent in 2007 compared to
2006, it was, as I said, quite a surprise.

Now many of the plans are continuing to push the generic use
as a way to keep their costs as low as possible and to be competi-
tive. In addition, we saw many plans in 2006 that had not bid ter-
ribly competitively, and as a result, they had relatively high pre-
miums and they weren’t competitive. They didn’t get much enroll-
ment. Most of those plans came in trying a lot harder in 2007, and
in fact, they mostly were able to reduce their bids to a more com-
petitive level.

Chairman STARK. Along that line, however, isn’t it correct that
the government, if they are overly aggressive in lowering their
bids, then Health and Human Services comes in and gives them a
subsidy to cover some of the costs so that, in effect, if I am running
a drug plan, if I understand this system, if I do a low-ball bid, then
I will get extra money from Health and Human Services to cover
some of the costs that may result from my bidding too low.

Is that not the way the system works?

Mr. FOSTER. That is pretty close to the way it works.
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Chairman STARK. How much would you guess that we are going
to end up spending on these so-called risk sharing payments?

Mr. FOSTER. Well, we have had to think about exactly that
issue, Mr. Chairman. Because the bids for 2007 were so low, you
have to ask yourself, are they overly aggressive, can the plans actu-
ally fulfill this level of cost that they are expecting? We decided
that at least for some of the plans, on average, they probably can-
not for the 2007 bids.

Now, we estimate—based on what are frankly some relatively
crude assumptions about how many plans and by how much, we es-
timate that for the next couple of years, based on the 2007 and
2008 experience, that we will have to pay back to the plans about
$1 billion per year, roughly $1 billion.

Chairman STARK. For how long?

Mr. FOSTER. Well, for the experience coming out of 2007 and,
again, for the experience coming out of 2008.

For 2006, we actually expect to get money back from the plans
because the risk sharing works both ways. If they do better than
their bids, they have to share with us on the same terms their
extra profits. So, in the first year, for 2006, we expect to receive
a modest amount of returned amounts from the plans, but there-
after, about—a little over a billion dollars for 2 years. There is a
table in the Trustees’ Report that shows these estimates.

Chairman STARK. How about over a longer period of time?

Mr. FOSTER. We expect it to gradually decrease.

It is reasonable to think that there will continue to be a very
heavy degree of competition among plans, intense competition, as
we have seen so far; and there might continue then to be some de-
gree of either excess optimism, or over aggression or whatever you
might want to call it, such that, on average, they might continue
bidding a little lower than they can actually achieve in practice.

Now, starting in 2008, the risk-sharing arrangements, the risk
corridors, are no longer as favorable from the plan standpoint, so
if they lose money from bidding too aggressively, they have to re-
tain more of the loss than they do for 2006 and 2007.

Chairman STARK. Do you want to give me an aggregate figure
guess for 10 years?

Mr. FOSTER. We can add it up for you, but it starts off at a lit-
tle over a billion a year and then quickly goes down to about 0.4
?illion. Hang on a second; we will look up the year-by-year figures
or you.

Chairman STARK. I have one more question, and I will let my
colleagues jump in here.

Mr. FOSTER. Let me go ahead and answer this one for you.

On page 158 of this year’s Trustees’ Report, we have a table that
shows, in the next-to-the-last column, the net amount of risk-shar-
ing payments made by Medicare. For 2007, we expect to pay on be-
half—I am sorry, to receive on behalf of—plans experienced in 2006
about $1.2 billion that they have to pay us back.

Within the next year, we estimate having to pay them another
1.2 billion as loss sharing; then 1.1 billion; then 0.9, 0.8, et cetera,
and in the tenth year, about 0.7 billion.

Chairman STARK. For a total of-

Mr. FOSTER. I can add it up.
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Chairman STARK. Around 7 billion, I am willing to bet you. I
can’t do that with my shoes and socks on.

Mr. FOSTER. 6.9 billion.

I should introduce who is behind me. This is Paul Patalnek, who
is the director of our Part C and D actuarial group, a position cre-
ated by the MMA.

This is Clare McFarland, the deputy director of our Medicare and
Medicaid cost estimates group.

Chairman STARK. Welcome.

Mr. FOSTER. Elizabeth Hall, who I am sure you know.

Chairman STARK. I hope we can see more of you.

Let me just do something on part B, because as I mentioned, we
are going do have to deal with the physician reimbursement. But
you mentioned that physicians, under current law, which is what
you used to base your estimate of the 11 percent per year growth,
that their income would have to drop 10 percent.

Now, my guess is that you don’t mean income, but you mean
their rates per procedure would drop 10 percent.

Mr. FOSTER. Yes. If I said income, I should have said rates per
procedure.

Chairman STARK. Therefore, if we are going to have an 11 per-
cent per year growth, unless you assume you are going to get a 10
percent a year increase in the number of docs, is it fair to assume
that even in the face of a per-procedure cut, that the physicians
may be receiving at least as much or more gross payments or in-
come from the Medicare part B system under fee-for-service?

Mr. FOSTER. It is certainly true that a physician’s revenue from
Medicare reflects not only the payment per service, but how many
services they perform. It also depends on the type of service they
perform.

So, for example—and let me mention, 11 percent is the actual
historical growth rate on average over the last 6 years—under cur-
rent law we project—and that was for part B in total, not just phy-
sicians, but part B—we project for total part B spending over the
next 10 years an average growth rate of 6.6 percent, but that re-
flects the current law reductions in physician payments.

If Congress continues to override the payment reductions for
physicians, then the growth rate would probably be more like 8 to
9 percent.

Chairman STARK. Thank you. Thank you very much.

I am going to recognize, with Mr. English’s concurrence, Mr.
Doggett, and then Mr. English.

Mr. DOGGETT. Thank you very much. I am glad you are here
under less contentious circumstances than your last testimony to
the Committee.

If I understand your testimony and the way this 45 percent trig-
ger works, next February we should be receiving a report from the
President outlining the steps that he recommends we take, perhaps
the cuts in Medicare he had in his budget this time. Or he could
propose changing the eligibility age of people, any number of things
that would reduce the likelihood of the general revenue needs ex-
ceeding this amount.

Mr. FOSTER. That is correct.



34

Mr. DOGGETT. As to that 45 percent number, my recollection is
that we never had a hearing in the House or the Senate to estab-
lish it, we never had anyone discuss it, that it was snuck in in the
dead of night, or the light of day behind closed doors, in a con-
ference Committee.

Isn’t it a rather arbitrary number? Have there been any studies
or expert testimony to say that 45 percent is an appropriate trigger
figure?

Mr. FOSTER. I, too, was not part of the development of that par-
ticular threshold, so I am not in a good position to comment. I will
say that it clearly must be judgmental; there is no scientific——

Mr. DOGGETT. Just as the 2 consecutive years is arbitrary and
judgmental.

Mr. FOSTER. Yes.

I wouldn’t say any of it is unreasonable. I think it is for a worth-
while purpose, but clearly it is judgmental.

Mr. DOGGETT. You discussed this a little with the Chairman
about the lower enrollment and the impact that it had on lower-
than-expected costs in Part D. Do you have data available on how
many of those, as far as the decrease in enrollment, are the low-
income, subsidy-eligible or extra-help-eligible individuals?

Mr. FOSTER. Relatively few out of the total difference that has
come about between what we originally thought and the actual en-
rollees, relatively few of those people are in the low-income-subsidy
category. We knew, of course, going into it that all of the Medicare-
Medicaid dual beneficiaries would be auto-enrolled or facilitated
into the program, and we had a pretty good idea about the addi-
tional number who would come in. So, that is not a large number.

Mr. DOGGETT. As far as the group that is not automatically en-
rolled, but entitled to extra help, people that are not in Medicaid,
are the number that have participated—how do they compare with
the number that you estimated in your actuarial estimates origi-
nally?

Mr. FOSTER. Currently, the total number of Part D enrollees
who qualify for the low-income assistance is about 9.5 million, and
we have estimated at one time or another that the total universe
of people who we think would be eligible is about 13 million.

I always have to caution everybody that estimates like that are
very hard to do.

Mr. DOGGETT. Of the 13 million, did you estimate originally
how many you thought would take advantage of the program,
would actually be enrolled?

Mr. FOSTER. Yes, we did; and I don’t remember the figure off
the top of my head.

Mr. DOGGETT. Is that something you could forward to our staff,
because we have a hearing next week that relates to this subject,
and I would appreciate getting the number by then.

[The information follows:]
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Mr. DOGGETT. Then on the question of the efficiency of Medi-
care in fee-for-service, have Medicare’s administrative costs re-
mained low?

Mr. FOSTER. Yes, sir. If you look at the total administrative
costs for Medicare, including everything that we incur at CMS, as
well as what we pay for our intermediaries and carriers and other
contractors to help process the claims and all, that total cost is a
bit under 2 percent of total expenditures.

Mr. DOGGETT. Is there any private plan in Medicare that comes
close to that level of administrative costs?

Mr. FOSTER. No. Virtually no health insurance plan would be
that low. We have a giant economy of scale, which helps a lot. We
don’t have to earn a profit as a government entity, which helps
some.

But the other part of it is, we are probably not spending enough.
I don’t want this to sound like a blatant appeal for more funding,
it is not that, but if you look at the private health insurance plans,
they put a lot of resources behind tracking their claims experience
monthly, or even weekly in some cases, to see how it develops. If
they spot something funny involving potential fraud, for example,
they are able to act on it very quickly.

CMS is doing a much better job than, say, 5 or 10 years ago, but
I would argue we are not doing enough in that regard.

Mr. DOGGETT. Do you have an estimate of what additional
amount would be cost productive to expend there?

Mr. FOSTER. No. We don’t have such an estimate, but past exer-
cises have indicated you generally get a multiple return on your
administrative dollars in this respect.

Mr. DOGGETT. Mainly in looking for fraud?

Mr. FOSTER. Fraud, but also what I would consider abuse.

Let me give you an example. In my office a few years ago we
were trying to understand why durable medical equipment costs
were going up so quickly. That was the unit that we measured for
that category of expenditures, durable medical equipment, and it
was increasing much more rapidly than it had been.

So, we looked at the subcategories, and in the process, we discov-
ered that powered wheelchairs, the expenditures on such devices
were increasing at about 40 to 50 percent per year for 4 years. So,
we called this to the attention of other folks at CMS, and everybody
dug into it a bit to see what was happening, and they revised the
rules and so forth.

Ideally, somebody—we or somebody else—would have discovered
that problem in the first year, not the fifth year, before we had al-
ready spent a billion dollars, perhaps excessively, on the devices.

Mr. DOGGETT. Well, could we enlist the assistance of your office
in talking to the Congressional Budget Office and working to get
some scoreable services on antifraud and abuse investments?

Mr. FOSTER. We would be happy to talk with them and show
them some examples of specific initiatives that have worked well.

Mr. DOGGETT. I think that would be helpful. We are trying to
find all the savings that we can in order to address some of the
needs here.

Then just, finally—and thank you for your consideration on this,
Mr. Chairman—we don’t have anything in your report, understand-
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ably, on the efficiency and administrative expenses of Medicare Ad-
vantage plans. Are there any estimates on what their administra-
tive costs are?

Mr. FOSTER. Yes. In fact, I do have some data here for Medicare
Advantage plans, and these are broad averages of the plans partici-
pating in Medicare, the overall administrative cost, including prof-
its, averages out about 13 percent.

Mr. DOGGETT. So, we probably afford all of the antifraud,
antiabuse changes that you could ever conceive of with Medicare’s
less than 2 percent expense and still have substantial savings over
those Medicare Advantage plans.

Mr. FOSTER. Substantial savings?

Mr. DOGGETT. In terms of the administrative costs.

Mr. FOSTER. But there are other components that go into it.

In fact, if it is all right, I will mention just briefly, the private
plans have the potential to have a lower cost for the Medicare cov-
ered services than fee-for-service if they can do the following:

If they can negotiate more favorable prices for the services they
get from their own providers than the Medicare payment rates, or
if they can manage care so you avoid some of the unnecessary or
harmful services, they can reduce money compared to Medicare fee-
for-service. But they have to reduce it enough to offset their dis-
advantage on the administrative cost, because they have to make
a profit and they don’t have the economy of scale.

Mr. DOGGETT. Thank you so much for your testimony and your
service.

Mr. FOSTER. You are welcome, sir.

Chairman STARK. Mr. English, would you like to inquire?

Mr. ENGLISH. Thank you, Mr. Chairman.

Mr. Foster, thank you for the opportunity to examine a program
that obviously has been challenged as long as I have been in the
House of Representatives, but with some wrinkles.

Mr. Foster, this year the Trustees’ Report significantly lowered
their expenditure projections for Part D. I think you have testified
that they are 13 percent lower than last year.

How much lower is the 2008 estimate of Part D cost as compared
to the original estimate in 2003?

Mr. FOSTER. That I can provide for you for the record. I don’t
have the figures with me. It would be roughly on the order of 30
percent.

[The information follows:]
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As you see it, what was the most significant factor for the trust-
ees in their consistently lowering their cost projections for this part
of the program?

Mr. FOSTER. The biggest factor is actual data over time.

When you go back to 2003—the latest survey data we had on
drug use by Medicare beneficiaries dated back to either 1998 or
1999, so we had to project forward from the late nineties to 2006
as to how the cost would increase over that time.

I think we did a good job of that at the time, but then, as I men-
tioned earlier, starting in 2004, the annual cost increase per capita
dropped abruptly, taking us and virtually everybody else by sur-
prise.

Mr. ENGLISH. I understand your analysis, but isn’t it also true
that Part D plans were able to actually negotiate deeper discounts
fromd;lrug manufacturers than the trustees had originally antici-
pated?

Mr. FOSTER. Yes, sir, that is correct.

Mr. ENGLISH. By what dimension?

Mr. FOSTER. We originally estimated—really, it was an assump-
tion—that ultimately the pharmacy benefit managers, working on
behalf of the drug plans, would be able to achieve savings off of re-
tail level of about 25 percent. That represented, roughly, the best
experience in PBMs that occurred at the time.

We thought, initially, plans would not get there immediately. We
thought the competition would take a few years to develop. So, we
had an assumed savings of about 15 percent in the first year,
building up to the 25 percent level over a few years.

In real life, when we got the bids for 2006, the actual savings for
retail discounts, utilization management, and manufacturer rebates
came in at 27 percent, so a little higher than our ultimate assump-
tion was.

Mr. ENGLISH. Mr. Foster, on a different point, the Trustees’ Re-
port estimates part B premiums, and it appears to me at least that
the estimates are unrealistically low on the strength of the fact
that built in is a assumption that current law will not be over-
ridden. That would require Medicare payments to physicians to, in
effect, be cut by 10 percent in 2008 and 5 percent for the next 8
years.

I don’t think that is going to happen. If Congress modifies these
changes, beneficiary premiums necessarily will have to increase.

If Congress were to provide a l-year fix for physicians, what
would the impact be on part B premiums for next year? Looking
beyond that, if the SGR were to be eliminated altogether, what
would be the consequences for part B premiums paid by seniors to
participate in this program?

Mr. FOSTER. Yes, let me give you a specific example to answer
your question.

The premium this year, 2007, the standard part B premium is
$93.50 per month. We anticipate under current law in the Trustees’
Report, as you suggested, that if nothing is done about the physi-
cian payments, the premium would have to increase modestly to
$96.40 per month for next year. That is about a 3 percent increase.

Now, if instead Congress acts to avoid the 10 percent reduction
in physician fees that would occur otherwise under current law and
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if you avoid that by providing a zero percent update—in other
words, freezing the payment rates at current levels—then the pre-
mium would have to increase to $100.50, so about a $4 increase
compared to current law.

If instead of the zero percent update, if the update were, say,
equal to the Medicare economic index, which is a measure of input
costs for physicians, then the premium—and it would be about a
2 or 2.5-percent increase for physicians in that scenario—then the
premium would be $101.40. In other words, about a $5 increase.

Mr. ENGLISH. I think that is extremely useful information, be-
cause undoubtedly we are going to be under pressure to consider
precisely those sorts of changes.

I yield back my time. Thank you, Mr. Chairman.

[3:09 p.m.]

Chairman STARK. Thank you, Mr. English.

Ms. Tubbs Jones, would you like to inquire?

Ms. TUBBS JONES. Thank you, Mr. Chairman. Yes. I would.

Good afternoon, Mr. Foster. How are you?

Mr. FOSTER. Good.

Ms. TUBBS JONES. I want to go back to an area that my col-
league from Pennsylvania asked you about earlier with regard to
claims information on the Medicare prescription drug program,
Medicare Part D. We implemented Medicare Part D. Some of us
like it, some of us don’t, some of us say it is doing a great job. But
your job is to do projections moving forward to help us understand
what type of shape the fund is going to be in, right?

Mr. FOSTER. Yes, ma’am.

Ms. TUBBS JONES. So, do you have any numbers at all with re-
gard to Medicare Part D, claims numbers?

Mr. FOSTER. We are only—we being the Office of the Actu-
aries

Ms. TUBBS JONES. I understand.

Mr. FOSTER [continuing]. We are now only starting to get the
individual claims itself, the individual drug-by-drug claim data. We
now have access to it, and we are now starting to look at it and
assess its quality. We have other data. We have actual data on en-
rollments.

Ms. TUBBS JONES. Actual data on what? I am sorry, sir.

Mr. FOSTER. Enrollments. How many people have signed up,
what type of people, et cetera. We also have the data from the bids
that the Part D plan submit.

Ms. TUBBS JONES. The bids?

Mr. FOSTER. Yes, the bids. As part of the process for the com-
petition, they have to submit a bid by the first Monday or whatever
it is in June, and that is the bid. They can’t go back and change
it. They live or die by how good a bid that is competitively against
the other plans.

Now, the bids themselves are their expectations. They are still
estimates. They give us a bid in early June, which is their estimate
for the following calendar year’s cost, but they have a pretty good
idea of what those costs ought to be.

So, we have that kind of data, but insofar as what is happening
in 2006 so far, we are only now really getting the data we have
been wanting.
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Ms. TUBBS JONES. Then back when this whole discussion
about Medicare Part D began and there were projections, there was
a big deal about what the real cost of Medicare Part D was really
going to be. Back then it was—I guess the administration had some
amount, and somebody else within the administration had a bigger
amount, and supposedly that guy ended up losing his job because
he said that amount was different than what the administration
had originally planned.

I say all that to say that actuaries are pretty—you are pretty—
what 1s the word? You do projections, but you are pretty accurate
with those projections. That is why we use actuaries, right?

Mr. FOSTER. Sort of.

Ms. TUBBS JONES. Sort of. Now, wait a minute. If I had you
on a witness stand in a case, I wouldn’t want you to answer “sort
of.” What kind of expert would you be, sort of?

Mr. FOSTER. I would be glad to elaborate, ma’am.

Ms. TUBBS JONES. I am saying that to say that the job of actu-
aries and the reason that we as a nation and a world have come
to rely on you is because of the ability you have to take numbers
and make some projections.

Mr. FOSTER. It is partly that. It is partly perhaps our foolhardy
willingness to undertake such projects. The reality is, of course, the
future is uncertain, the future is unknowable. We do the best job
we can to try to figure out what costs will be, what trends will be,
and in some cases it is easy. If you ask us what would the savings
be if we reduced a particular provider of market basket update by
1 percentage point, we can tell you the answer to that quite pre-
cisely. On the other hand, if you ask us something like Part D, a
new drug benefit, no past experience because the program hasn’t
existed, it is voluntary, not everybody will sign up, and we don’t
know how many plans we will get, with all those behavioral ques-
tions, that is really hard to estimate.

Ms. TUBBS JONES. So, then you would be better—or we would
be better spent, then, to have a section of the report say, well, we
are unable to really give you any good projections about Part D
right now. Let us—give us another year when we have some real
numbers and some real expectations then to be able to make the
projections of what kind of shape Medicare or Medicaid is in based
on Part D versus all the hoopla we are getting about this is the
best program in the world, you know, seniors are real happy, they
are getting drug treatment—not drug treatment, maybe they need
that, too—but prescription drug coverage and the like.

I am just trying to understand as I try and swallow or under-
stand the report that there are factors such as I am relating to you
with regard to Medicare Part D that you really can’t tell us what
is going on.

Mr. FOSTER. We certainly can’t tell you with certainty. The best
we can do or the best any actuary can do is to give you an idea,
a reasonable idea, of what the cost might be under normal kinds
of circumstances. That is a good thing for policymakers like your-
self to know about as opposed to saying it is hopeless, let’s not even
try.

Ms. TUBBS JONES. If you could just give me 1 more second, Mr.
Chairman. I know my time is up.
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Is there anything else that I should be, as a policymaker, be con-
cerned about that you can’t put your arm around on a number,
other than Medicare Part D? What else is there that I need to be
concerned about?

Mr. FOSTER. The farther we go out with the projections, the less
certain they become. We can predict maybe the next 5 years pretty
nicely in most cases, but the further out you go, the more oppor-
tunity there is for health care costs, health care service and deliv-
ery, and the nature of medical practice to change in ways that we
can’t anticipate now.

Ms. TUBBS JONES. So, you are saying there could be included
in this other group of some uncertainty the cost of equipment, the
doctors’ fees, I don’t know what.

Mr. FOSTER. There are literally dozens and dozens of such fac-
tors we have to take into account to make these projections. Again,
I think they are reasonable to help you in policymaking, but you
don’t want to bet the farm on our projections being exactly right
in 5, 10 years or let alone 50 or 75.

Ms. TUBBS JONES. Mr. Foster, I am a former judge, and I had
a lot of experts. You are the most honest actuary I have ever heard
from in my life. Thank you very, very much for your testimony.

Mr. FOSTER. Thank you very much, ma’am.

Chairman STARK. Mr. Thompson, would like to inquire?

Mr. THOMPSON. Thank you, Mr. Chairman. I would.

I have a couple of questions for the honest actuary. Thank you
for being here.

In your testimony you mentioned that the Part D plans, bids
were 10 percent lower in 2007 than in 2006. Are you suggesting
that this decrease could be attributed to the plans underbidding
their actual cost in an attempt to gain market share?

Mr. FOSTER. It is possible. In other words, it is conceivable that
one or more plans would figure out the best they could do and pos-
sibly bid a little lower than that in an effort to get the lowest pos-
sible premium and to get market share, and knowing that they can
rely on the risk-sharing arrangement to keep from losing too much
money.

However, they can’t get too carried away with this because my
staff and I review these bids to make sure that they are plausible,
to make sure that they are reasonable. If we spot what looks like
a low-ball bid, we go back to them and we give them a hard time,
we make them explain it, and often we don’t accept it.

Mr. THOMPSON. Given that follow-up or that review, what are
your assumptions on future plan bid increases or decreases?

Mr. FOSTER. We expect starting in 2008—and this is more of
an assumption than a solid fact of any kind—but we expect start-
]iong in 2008 that we will see a more normal kind of increase in the

ids.

Mr. THOMPSON. A more normal what?

Mr. FOSTER. Sort of increase in the bids. It would be startling
to have another decrease in the bids; not inconceivable, but star-
tling.

When they first went into this in 2006, of course, the plans them-
selves did not know for a fact what their costs would be. This was
a new program for them as well. They might have been a little on
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the conservative side to make sure they didn’t lose too much
money. But now that they are getting some amount of experience
in their first year, they had a better idea of where their costs would
be in the second and later years, and they will get better with their
bidding over time and dial it in.

Mr. THOMPSON. Thank you.

What portion of the decrease in Part D expenditures is due to a
lower-than-expected enrollment? If that is the case, how many of
those are low-income, subsidy-eligible individuals, your lack of data
notwithstanding?

Mr. FOSTER. Right. I will provide a detailed answer for the
record, sir. I will give you more of a qualitative answer right now.

Out of the three or four major factors explaining the difference
in the cost estimates, the difference in enrollment is the smallest
contributing factor. Within that, the low-income subsidy figures on
the number of enrollees are not a big factor. But we will provide
a more specific answer for you.

[The information follows:]
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WAYS & MEANS HEALTH SUBCOMMITTEE HEARING

on
THE 117 MEDICARE TRUSTEES REFORT
APRIL 2% 2007

These are thi answers For the record te be insecied {nio the transeript for this hearing:

ME. STARK ~ IT the Advantage rates had been equalized. do vou ksow whether or not we
womld fave hit the 45 percent trigger in the past X vears? |becn mnder the 45 pereent
within the 7 vears?|

INSERT: Page 21, line £63

ME. FOSTER — W eslimale That off the Madicare Advanbige payvment bencbmnarks were sei
eqqual o the average fee-for-service cost im each ares, then the dference between Medicare
exprndsthurcs. and dedicaled revenues woald reach 45 percent of sxpenditures | vear later thas
emsder currernd low. In this scenana, the tereshold would be crossed in 2004, raiher dhan |6 2003
as cerrently projectsd.  Because duis woubd be the eigheh vear of the Taustess" peojectio, Then a
firdizg; of “excess gereral revenue Medicare funding™ would sof B made,

A prilar resulll would Bave ecourred with last yvear’s Trustees Feport under this scenario. The
Jower MA payments would have reducod overll Medicare costs without refecing dedicated
revenues proportionstely {sinos te |angest source of sach revensss, HI payroll maxes, would ni
bave been affectsd). Thus, these chasgpes would have somewsat reducal the portion of coets mel

through gesseral revenuds, therehy deliving when Thi 45-percenitbreshol] would be reached by
about | ygar

ME. STARK - You mentismed in the Part [ that the eosts were about 13 percent baebew the
estimate. Com vou tell me whsi—bow much of that reduetion, or cost) saviegs, maybe i &
f‘.f'ﬂi-."ﬂu eniis hecamse there was lower enrollment than was anticipaded ™

INSERT: Page 23, ling 431

MR. FOSTER - In the 2007 Trosioes Beport, folal incummed Panl D expenditures for calendar years
200G through 2015 aro estimated to be 128 percent kower than the comesponding amount from lass
vear's report. O this eotall redection, 4.6 percentage poimts ane attribatahle fo by el
enrodlmest. The remainder of the otal reduction, 3.6 percentaps poanls, i& dug 1 other, moen-

enrcd messd faetors—prinsgmlly the senial 27 plim bids that came im al |0 percent balow the 2006
e, om average. Flomse note that thes fctors are multiplicative, rather tham additve, that is, {1 -
0124) = (1 -046) = (| - RDEG)

Subsoguent 1o the developmont of the Part D estimates for last year's Trostees Report, we
chinined mproved data on the rember of Medicare benedl claries vl dneg cowerage through
other sources. The peincipal reasen for e lower-thas-expesind Parl D eolbmen s that
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giprificaily e bineficianes had cxistmg drp anverage teough Federal emplovers [for
exampde, the Federal Employoees Health Benefit Progrmm) than we bad previowsly thougid.

MR DMOCGETT - [Context--As far as the group that is pot antomstically enrelled, bat
emtithed to exirs help, peope that are not in Medicaid, are the number that have

partici pafed—Eow do they compare wilh the nmmber that yon estimated in vour sctaarial
estimates originally?] 4 che 15 miltion, did you estimate eriginally how many you thought
wanild take advaniage of ibe program, woull actaally be enrolled?

INSERT: Pape 33, line 724

MR. FOSTER - In our amiginal estimates for Part D, we had projected that ronghly 14.4 million
heseficissies wiruld be eligihle fior the low-income subsidy In 2006, OF dweas cligible, we
e=timabid that 10.% milbon wonhd be msto- or solf-eorolled [oc the extra assistance. Actoal LIS
coroliment during 20086 grew ffom about 92 million of the end of the apen enrcdimend pericd o
W5 mallice by the end of the year,

With the ovailability of improved data on heneficiary assets, we revised our estimate of the
number ol beneGeiaries aligible for the kow-moome subsidy to 13.2 million. W shoulid be sobed
that the estimate of the number of LIS-eligible bemeficiaries canlizmes 1o be hased on sarvey data
sl remaing firly rongh, (Survey respondents often understate their insome s aeser fevele
While adjustments hawe been made 10 compensale for such understalemens, they s necessanly
imprecise | Thus, the actunl number of mdivideals =figibde for the eotra Part [3 assistance may
b somwial different than our GElmate.

ME. ENGLISH — Mr, Foster, this vear, the trestees repont significantly lowered their
expenditure projectisns for Part I, | think voo have testifled that they are 13 percent
lower tham best vear, How smuch lower is ile 2008 estimate of Part I cosd as eompared bo
the vriginal estimade in 2T

IMSERT: Page 38, e B34

MEB. FOSTER — Clur amiginal estimate for the met toinl Medicare cosi for Par [0 wos

5634 billion in Bsdal wears 004 through 201 3. Our cerranl sslimats, based on the 2T Trusless
Bepaort, is 8445 hillion for the mme period, or 27 poooent lower. (These figores represent the net
ool to Medicare mnd do nat reflect the related Federal savings from raduced Medicaid
xpenuditures, which we no longer estimate )

ME. THOMPFR0ON — What portien of the decrease in Fart ¥ expenditares is dee to a lower-
thon-cxpected enrofinseat? And if that s the case, bow many of thise arc low-income,
subsidy-eligible individuals, your lack of data neiwithstanding™

INSERT: Page 49, line 1042

MR. FOSTER — About 4.6 perceni of the reduction in projeciad Pam D expendimmes durmg
calimdar years DO0G-2015, from the 2006 Trustees Feport o the 2007 Trusiees Report, wes dus

o lower notod enrnlbmest by Moedicare benefoiagies. A Bt over habi of this lmgact (2.5
pemeniags: poinis) wis attrabulahle e bewer aciual eorellment by beneficiaries qualifying foc the
low-meome subsidy. The remainder, (2.1 percentage pointsh wis atiributable to lwer nons=L15
enrollment. As noted previcesly, the principel rerson for the kwes-than-expected ennallment
was thai ggnificantdy more Malmcans binelicianies had existing drug coverage through Fedirl
emplayors (for cxample, the Fedeml Employess Health Benefit Program) than we had previoos]y
themght.

Mr. THOMPSON. Okay. Thank you.
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Then in regard to Medicare Advantage plans, should you expand
your work to include more information about—I am talking about
the Trustees’ Reports, future Trustees’ Reports. Should those be ex-
panded to try to capture more information about the Medicare Ad-
vantage plans and their impact on the trust funds?

Mr. FOSTER. Yes. I think that would be helpful.

Mr. THOMPSON. How do we do that? Could you just do that?
Do I have to ask Mr. Stark to tell you to do that? What do we do?

Mr. FOSTER. Sooner or later we have to ask the Board of trust-
ees just because we write the words for them, just because we
make the projections, we draw the graphs and print the report.

Mr. THOMPSON. So, should we send a Subcommittee letter to
the Board or something?

Mr. FOSTER. You certainly could.

Mr. THOMPSON. What is the most effective way to get that?
Put it in a bill someplace or

Mr. FOSTER. Well, ultimately if you put it in the bill and it be-
came law, of course, we would follow exactly that. But I think the
easiest and best thing to do would be if you would like to send a
letter to the Board of trustees asking for specific kinds of informa-
tion, I am sure the Board would consider it. An even easier way
is you just tell me. Have your staff send me a note about the kinds
of things you would like to see in there.

Mr. THOMPSON. Could you consider my questioning, then, you
being told?

Mr. FOSTER. I beg your pardon?

Mr. THOMPSON. You said tell you. Would you consider my
questioning as me telling you?

Mr. FOSTER. Works for me, sir.

Mr. THOMPSON. Thank you. Thank you very much.

I have no further questions, Mr. Stark.

Chairman STARK. Thank you.

I would add to Mr. Thompson’s request in that as it—I guess it
is now our second largest expenditure group. It is going to become
more important for us to know how those expenditures are broken
down and what is comprised in them.

I wanted to ask just one other thing that I missed again. We
have just started to income-relate the premiums. For the record, it
is something to which I objected only because I think the system
is already as progressive as it can be. You pay the tax on your in-
come without limit. So, if you make $10 million a year, you pay a
huge tax, and you get the same benefit as somebody making
$10,000 a year. I don’t know why we should make it superprogres-
sive.

But relative to the part B premium change, a couple of questions.
Could you tell me how many beneficiaries are being charged higher
premium amounts? Do you have any idea of whether or not people
are dropping out of Medicare because of the higher premiums?
Then just other consequences to the plan that I am not aware of.
So, I mean, relative to this kind of new procedure, do we know how
many are getting charged? Is there any indication that they are
dropping out because of this? Is it behavioral? What does it mean
for—I don’t suppose it adds much to the part B—it doesn’t
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change—or will it change what other people will pay? I don’t know.
Could you enlighten me on that?

Mr. FOSTER. Yes, sir, to an extent. We don’t have actual data
yet on the number of people paying the higher premium. We will
down the road a ways. What we have right now are our estimates
of the number of people who would be affected by the income-re-
lated premium. Also we do estimate that some people would drop
out or have dropped out either because they don’t think financially
it is a good deal for them, or they are just irritated.

For 2007, the first year of operation for income-related premium,
we are estimating that about 2.2 million beneficiaries are subject
to the higher premium rate, and that is a little over 5 percent of
all the beneficiaries. We further estimate that figure would grow
over time, such that in 2016 it would be about 3.2 million, and that
is about a little over 6 percent of beneficiaries for that year.

We don’t anticipate a large-scale dropout of people from part B
as a result of this for many reasons, but we have estimated that
initially for 2007 about 11,000 beneficiaries would drop out, and
that would increase over time, reaching about 46,000 in 2016.

Chairman STARK. Total or per year?

Mr. FOSTER. That is total, total that would have dropped out.

Chairman STARK. Well, I gather, then, that just the philo-
sophical effect probably would be more than the financial effect on
the system.

I want to thank you for most generously offering to be involved
in helping us wind our way through. I was talking to Mr. Camp
earlier, and I don’t know that any of my colleagues on this Sub-
committee have gone through the production of a reconciliation bill,
and I would have a few senior moments remembering the last time
I did. So, we are going to have a learning process here as we try
to come to grips with whatever the budget will require us to save,
and your staff could be most helpful to us in helping us come to
grips with how we gather these numbers.

We, of course, are going to have to sit after some kind of a budg-
et target for our Subcommittee and find those areas that we can
dial up or dial down. Let’s say we are going to change hospital pay-
ments. Then within that, as you recall, we have to deal with rural
hospitals a disproportionate share, and teaching. All of those ad-
justments in kind of a zero-sum game are politically difficult, but
they are somewhat easier if we have some idea, particularly in
those areas where it is linear, we just have a market basket minus
or plus, does it just go up and down in the straight line, or do we
have to watch out for unintended consequences on the rest of the
closed system.

So, we will take you up on your offer. It was very gracious of you
to do that, and we have been having some seminars for the Mem-
bers and staff, and I think we might—if you and some of your staff
would be willing to have you come by and be our instructors for
an hour or two when we meet again to get some idea of what we
are faced with as we try to make this budget come into balance.

Thank you. Thank your staff. Look forward to working with you
the rest of the year. Thanks very much.

Mr. FOSTER. Thank you, Mr. Chairman.

Chairman STARK. The hearing is adjourned.
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[Whereupon, at 3:25 p.m., the hearing was adjourned.]
[Submission for the Record follows:]

Statement of AARP

On behalf of AARP’s 38 million members we thank you for holding this hearing
on the 2007 Medicare Trustees’ Report. The annual Report of the Trustees offers
an important opportunity for members of Congress to closely examine the financial
health of the Medicare program.

Hospital Insurance (HI) Trust Fund

The new insolvency date for the Hospital Insurance (HI) Trust Fund is one year
later than projected in last year’s report, which means that Medicare beneficiaries’
coverage is not in immediate jeopardy. It is important to note that predicting sol-
vency over the long term is very difficult since it depends on estimates of both pay-
roll tax income and health care spending. Part A solvency has averaged 12 years
since the program began 36 years ago. In the past, Congress has stepped in to ei-
ther increase Trust Fund income or decrease spending from the Trust Fund so that
the reserves are not depleted.

The Trustees’ findings are not unusual for Medicare Part A which has averaged
a 12 year solvency projection since the program began 36 years ago (see Chart 1,
p. 52).

The HI Trustees’ report can be viewed as an early warning system—providing
Congress with ample opportunity to act judiciously to strengthen and improve the
Medicare program for current and future beneficiaries. This report is no different,
but it does highlight the urgent need to control rising costs across the entire health
care system—not just within Medicare.

Supplementary Medical Insurance (SMI) Trust Fund

Because the SMI or Medicare Part B Trust Fund is funded by premiums and gen-
eral tax revenues, it faces cost pressure, but not insolvency. As in the private sector,
Part B growth still outpaces the growth in the Gross Domestic Product (GDP) due
in large part to growth in physician and hospital outpatient spending. Estimating
conventions require the Trustees’ baseline to reflect current law, which include sig-
nificant cuts in physician payments scheduled to take effect as a result of the Sus-
tainable Growth Rate (SGR) formula. Congress has consistently voted to override
these mandated reductions since 2003. CMS actuaries have estimated that contin-
uous overrides of the SGR would result in $300-$400 billion in aggregate expendi-
tures in the Part B program over ten years.

Each time Congress overrides the SGR there is a direct cost for Medicare bene-
ficiaries. That’s because by law, the monthly Part B premium is set at 25 percent
of Part B spending. The Part B premium has doubled since 2000—due in large part
to increases in physician spending. The Trustees estimate that premium increases
could be as much as 20 percent higher over 10 years if Congress prevents projected
reductions in physician payments. Medicare beneficiaries would also pay higher co-
payments for physician care as payments to physicians increase.

Congress must address the physician payment issue in order to control Part B ex-
penditures and protect Medicare beneficiaries from burdensome out-of-pocket costs.
Short-term fixes simply exacerbate spending growth and only delay needed discus-
sions about how to slow rising expenditures. A new Medicare physician payment
system should be designed with the beneficiary in mind by holding cost-sharing and
premium increases down and improving the care beneficiaries receive. AARP be-
lieves Medicare’s physician payment system should be changed from one that re-
wards quantity to one that rewards quality.

Medicare Advantage

Because Medicare Advantage (Part C) plans are required to offer all Part A and
Part B benefits, they are paid for from both the HI and SMI trust funds.

The Medicare Trustees note that in 2006 there was a substantial increase in MA
enrollment due to higher payments for MA plans provided under the Medicare Mod-
ernization Act (MMA). Ultimately, the solvency of the Medicare Trust Funds is neg-
atively affected by current excess payment policies to MA plans.

AARP believes Medicare payments should be neutral with respect to coverage op-
tions. Therefore, AARP urges Congress to more closely align MA plan payments
with payments for traditional Medicare.

Currently, Medicare payments clearly favor the MA program over traditional
Medicare, which is unfair to the majority of beneficiaries who participate in the tra-
ditional program. All taxpayers and all Medicare beneficiaries—not just the 18 per-
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cent of Medicare beneficiaries enrolled in private MA plans—are funding these ex-
cess payments.

When private plans were introduced to Medicare, they were expected to provide
extra benefits to beneficiaries by achieving greater efficiencies at a lower cost to the
program than traditional Medicare through the use of care coordination, negotiated
prices, provider networks and other strategies. Given the fact that MA plans have
control over hospital and physician services, as well as the opportunity to manage
and coordinate care, it is reasonable for Congress to hold MA plans to payment lev-
els that are no more than those for the fee-for-service program.

In order to minimize the disruption to beneficiaries who rely on MA plans for
their health care, AARP believes Congress should phase out MA plan payments that
exceed fee-for-service costs over a period of time. Because geographic variations in
spending continue to be a problem in the Medicare program, including within in the
MA program, AARP believes it is important that Congress address the payment
areas with the largest discrepancies first. It is important that those areas of the
country that provide care most efficiently are not penalized.

Medicare Funding Warning

The Trustees’ report includes the second “funding warning” in this year’s annual
report. The Medicare Modernization Act requires the Trustees to issue this warning
if general revenues account for 45 percent of combined HI and SMI expenditures
at any period during a seven-year window.

AARP believes the 45 percent trigger is an arbitrary limit and provides a false
alarm about Medicare’s funding situation. General revenues have always financed
a significant portion of Medicare Part B.

Moreover, because of the way the trigger is designed, policy options to avoid the
trigger are limited and may do little to help long-run cost growth. For example,
while researchers have documented worrisome trends in obesity rates and chronic
conditions for current and future Medicare beneficiaries, efforts to improve preven-
tive services may reduce Part A costs, but increase Part B costs, thereby setting off
the trigger. Similarly, shifting services from inpatient to outpatient settings has the
same effect.

AARP believes the 45 percent trigger should ultimately be repealed so that Con-
gress is not distracted from the real issue—runaway health costs in the entire
health care system. Runaway costs burden not only Medicare and other federal
health care programs, but negatively impact state and local governments, employ-
ers, and individuals. Congress must begin to address the problem of system wide
health care cost growth—it is not just a Medicare problem, and it cannot be ad-
dressed in Medicare alone.

Medicare Part D

Because Part D is financed similarly to Part B, it too faces cost pressure, but not
insolvency. The Trustees’ Part D cost estimates are substantially lower than those
reported last year, primarily due to lower prescription drug plan bid submissions.
However, the Trustees are projecting the average annual increases in spending to
be nearly 13 percent—due mainly to increases in per capita drug costs (about %)
and enrollment (about ¥3).

The projected increase in Part D spending is clear evidence of the need for Con-
gress to enact policies to further help lower drug costs.

AARP supports legislation to:

* Remove the prohibition on the Secretary of HHS from negotiating with pharma-
ceutical manufacturers on behalf of Medicare beneficiaries (H.R. 4, S. 3);

e Allow for a pathway for the approval of lower cost, safe, comparable and inter-
changeable versions of biologic drugs (H.R. 1038, S 623);

¢ Legalize personal and wholesale importation of prescription drugs, starting with
Canada (H.R. 380, S. 242);

¢ Prevent abuses in patent settlements between generic and brand name pre-
scription drug manufacturers (S.316); and

¢ Provide full funding for comparative effectiveness research authorized in the
MMA.

Conclusion

The Medicare program is vitally important to tens of millions of Americans and
their families. Each year, the Trustees’ Report presents the challenges faced by the
program and offers the opportunity to make some improvements for the future.

AARP believes Congress must make changes to the way Medicare pays physicians
and Medicare Advantage plans to keep the program strong for the future. In addi-
tion, Congress can take important steps to help reduce the price of prescription
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drugs for all Americans. Ultimately, however, it must address the underlying rate
of growth of health care costs in the entire health system—not just Medicare—if we
are truly to achieve meaningful reform.

Chart 1. Projections of Part A Solvency Have Varied Widely
Average number of years until insolvency is 12 (1970-2007)
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Source: Derived from CRS, April 1995, and the Annual Reports of the Board of
Trustees of the Hospital Insurance Trust Fund, 1996-2007.
Notes:

* No insolvency dates indicated in 1973 and 1974.

¢ No long-range projection in 1989.

« Range reported, as indicated by the white bars: 1975 Report—late 1990s; 1976
Report—early 1990s; 1977 Report—late 1980s.
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